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INTRODUCTION 

The  Fifth  Annual  Conference  on  State  and  Local  Taxation 
was  held  in  Richmond,  Va.,  September  5-8,  1911.  Hon. 
William  Hodges  Mann,  Governor  of  Virginia,  presided  as  per- 
manent chairman,  following  the  precedent  established  in  former 
Conferences,  and  showing,  by  the  courtesy  displayed  and  the 
interest  manifested,  the  importance  which  he  attaches  to  the 
subject  of  taxation.  The  invitation  issued  by  Governor  Mann  to 
the  Governors  of  the  several  States  requesting  the  appointment 
of  delegates  to  the  Conference  sets  forth  the  objects  and  methods 
of  organization  and  is  therefore  reprinted  here. 

"COMMONWEALTH    OF    VIRGINIA 

"GOVERNOR'S    OFFICE 

"Richmond,  June  12,  1911. 
"My  dear  Go\t:rnor  : 

"  On  behalf  of  the  State  of  Virginia  I  have  the  honor  of  inviting 
you  to  attend  the  Fifth  Conference  on  State  and  Local  Taxa- 
tion, to  be  held  in  Richmond,  September  5-8,  1911,  under  the 
auspices  of  the  International  Tax  Association,  and,  also,  of  in- 
viting you  to  appoint  three  delegates  and  three  alternates,  who 
will  attend  and  represent  your  State  in  this  Conference. 

"In  order  to  secure  the  best  possible  service  from  the  delegates 
you  appoint,  you  are  especially  requested  to  instruct  them  to 
submit  an  official  report  to  you,  in  proper  form  to  be  transmitted 
to  the  Legislature  for  its  information,  upon  the  proceedings  and 
conclusions  of  this  Conference. 

"The  inclosed  bulletin  gives  the  names  and  membership  of 
ten  committees,  which  will  submit  reports  to  this  Conference.     In 
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addition  to  these,  reports  will  also  be  made  upon  the  new  tax 
laws  enacted  by  the  Legislatures  of  the  several  States  during 
the  current  year,  and  papers  will  be  submitted  upon  the  vitally 
important  subjects  of  uniform  public  accounting,  taxation  of 
railroads,  and  other  public  utility  corporations,  and  similar  ques- 
tions of  economic  public  policy. 

"You  will  undoubtedly  appreciate  the  great  helpfulness  of 
such  work  to  members  of  the  Legislature  whose  duty  it  is  to 
enact  tax  laws,  and  to  state  and  local  officials  who  are  required 
to  administer  such  laws.  The  need  of  such  work  is  attested  by 
the  experience  of  every  State. 

"In  selecting  your  delegates  please  keep  the  following  im- 
portant condition  in  mind.  The  constitution  of  the  Interna- 
tional Tax  Association  Umits  the  voting  power  in  the  Confer- 
ences to  delegates  appointed  by  Governors  of  States,  Premiers 
of  Provinces  and  representatives  of  Universities.  This  is  done 
to  make  it  certain  that  the  conclusions  of  these  Conferences,  as 
expressed  by  the  resolutions  adopted,  shall  correctly  represent 
the  best  administrative  experience  and  economic  thought  on 
the  subjects  considered. 

"In  these  matters  I  can  speak  from  the  standpoint  of  experi- 
ence. I  accompanied  the  entire  membership  of  the  Special  Tax 
Commission  of  Virginia  in  attendance  at  every  session  of  the 
Fourth  Tax  Conference,  over  some  of  which  I  presided.  If  you 
will  do  likewise  on  the  occasion  of  the  Fifth  Conference,  I  assure 
you  the  welcome  you  will  receive  and  the  experience  you  will 
gain  will  satisfy  you  beyond  a  reasonable  doubt  as  to  the  policy 
and  great  utility  of  these  Conferences  in  finding  reasonable  solu- 
tions of  complicated  taxation  problems. 

"Kindly  notify  me  at  your  earliest  convenience  of  your  per- 
sonal acceptance  of  this  invitation,  and  furnish  me  with  the 
names  and  addresses  of  the  delegates  you  appoint. 

"Assuring  you  of  the  great  pleasure  I  shall  feel  in  welcoming 
you  and  the  delegates  you  appoint  to  represent  your  State,  to 
the  City  of  Richmond  and  the  State  of  Virginia,  I  am,  with  high 
esteem, 

"Sincerely  yours, 

"Wm.  Hodges  Mann, 

'^  Governor.'^ 
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Letters  similar  in  tenor  were  addressed  to  the  Presidents  of 
Universities  and  the  Premiers  of  Canadian  Provinces  by  Mr. 
Allen  Ripley  Foote,  President  of  the  International  Tax  Associa- 
tion. 

Thirty-five  States,  one  Canadian  Province,  and  nine  Univer- 
sities and  Colleges  were  represented  at  the  Conference.  From  the 
list  of  delegates  in  attendance  it  will  be  seen  that  many  of  them 
were  state  and  local  tax  officials ;  sixteen  state  taxing  boards 
being  represented  by  one  or  more  members.  There  were  also 
present  members  of  four  investigating  tax  commissions,  some 
of  whom  had  also  attended  prior  Conferences.  The  attendance 
was  thoroughly  representative  of  all  sections  of  the  country. 

The  recognition  that  is  being  given  to  the  matter  of  tax  laws 
and  tax  administration  among  the  States  is  shown  by  the  steadily 
increasing  number  of  States  which  have  permanent  tax  com- 
missions. In  twenty-seven  States  there  are  now  tax  commis- 
sions or  a  tax  commissioner  or  a  board  having  powers  equiva- 
lent to  those  usually  associated  with  a  tax  commission.  In  three 
States  there  are  special  tax  commissions  at  work,  which  have 
reported  or  have  announced  their  intention  to  recommend  tax 
commissions  for  their  States.  Three  States  —  New  Hampshire, 
Colorado,  and  North  Dakota  —  have  obtained  tax  commissions 
in  the  last  j^ear.  There  is  also  observable  a  movement  among 
the  States  having  tax  commissions  without  proper  supervisory 
powers,  to  remedy  the  defect  by  granting  broader  powers  to 
their  tax  commissions. 

Several  of  the  addresses  before  the  Conference  dealt  with 
changes  in  the  tax  laws  of  various  States  made  during  the  past 
year.  It  will  be  seen  from  the  addresses  themselves  that  these 
changes  are  in  line  with,  and  in  some  cases  are  the  direct  out- 
come of,  recommendations  made  by  prior  Conferences. 

These  reports  of  progress  are  encouraging  in  themselves,  and, 
in  addition,  the  addresses  will  be  most  valuable  in  helping  other 
States  to  secure  similar  changes,  since  they  indicate  that  the 
principles  involved  have  passed  beyond  the  stage  of  theoretical 
discussion  and  have  found  place  upon  the  statute  books. 

A  number  of  committee  reports  were  submitted  dealing  with 
important  matters,  both  of  theory  and  of  practice.  Several  of 
these  reports  deal  with  matters  of  administration  and  point  the 
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way  for  securing  greater  efficiency  in  taxing  machinery ;  while 
others  point  out  necessary  and  desirable  changes  in  the  funda- 
mental laws  relating  to  the  subjects  of  taxation. 

One  session  was  devoted  entirely  to  a  "round-table"  discus- 
sion of  administrative  problems,  following  the  example  of  a  sim- 
ilar session  at  the  last  Conference,  and  afforded  an  opportunity 
for  the  exchange  of  practical  experiences  by  the  taxing  officials 
from  all  parts  of  the  country.  This  session  is,  perhaps,  the  most 
valuable  one  of  the  Conference,  and  it  is  to  be  hoped  that  it  will 
be  continued.  Addresses  may  be  read  at  leisure  after  they  have 
been  printed,  reports  may  be  studied,  analyzed,  and  compared 
with  existing  conditions  in  one's  own  State,  but  the  question  put 
and  answer  given  on  practical,  everyday  matters  of  adminis- 
tration often  bring  out  points  of  view  and  solutions  of  problems 
that  have  not  before  been  considered  in  public.  This  makes  the 
experience  of  one  available  for  all. 

The  opportunity  to  become  personally  acquainted  and  to  ex- 
change views  and  experiences  is  one  of  the  most  valuable  features 
of  these  Conferences,  and  those  who  attend  feel  that  this  alone 
amply  repays  them  for  the  time  and  expense  involved. 

Governor  and  Mrs.  William  Hodges  Mann  invited  the  dele- 
gates and  visitors  to  attend  a  reception  at  the  Executive  Man- 
sion, Tuesday  evening,  September  5,  and  this  cordial  hospitality 
was  highly  appreciated  by  all.  The  local  committee  provided 
an  entertainment  Wednesday  evening  which  was  much  enjo3'ed. 

An  exhibit  of  forms  and  reports  used  in  various  States  for 
assessment  and  collection  of  taxes  was  displayed  in  the  head- 
quarters room,  and  attracted  much  attention.  This  was  largely 
a  repetition  of  last  year's  exhibit,  but  in  addition  had  many  new 
forms.  Two  things  were  made  apparent  by  this  exhibit :  first, 
the  bewildering  variety  of  forms  and  the  insistent  attention  to 
unnecessary  details  in  the  attempts  to  assess  personal  property, 
particularly  when  owned  by  corporations ;  and  second,  the  evi- 
dent desire  of  taxing  officials  to  display  their  forms  for  criticism 
and  advice  in  the  hope  of  obtaining  information  for  their  im- 
provement. 

At  the  business  meeting,  September  8,  the  name  of  the  Asso- 
ciation was  changed  to  "National  Tax  Association,"  thus  re- 
suming the  name  under  which  the  Association  was  originally 
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organized.  At  the  First  Conference  in  1907  a  number  of  dele- 
gates were  present  from  the  Canadian  Provinces,  and  when, 
following  their  cordial  invitation,  the  Second  Conference  was 
held  at  Toronto,  the  name  of  the  Association  was  changed  so 
that  it  might  include  our  Canadian  friends.  It  has  been  found 
since  then  that  Canadian  taxation  laws  and  systems  present 
problems  widely  different  from  those  demanding  consideration 
in  the  United  States.  Partly,  this  is  due  to  the  difference  in 
governmental  structure,  and  partly,  to  an  early  divergence  in 
the  developments  of  the  taxing  S3'stems  of  the  two  countries. 

In  order  to  preserve,  however,  the  friendly  and  helpful  rela- 
tions that  have  been  established  with  Canadian  officials  and 
others,  and  to  continue  cooperation  with  them  as  far  as  prac- 
ticable, two  honorary  memberships  in  the  executive  committee 
were  created,  to  be  held  by  Canadians. 

In  consequence  of  the  change  in  organization,  the  composition 
of  the  executive  committee  has  been  altered  and  the  number 
of  members  increased,  so  that  there  might  be  a  more  thorough 
representation  of  various  sections  of  the  country.  The  new 
constitution  of  the  Association  is  printed  in  this  volume  and  the 
list  of  officers  and  Executive  Committee  for  the  current  year 
precedes  this  introduction. 

The  following  recommendations  made  by  the  President  in 
his  annual  address  were  unanimously  adopted  by  the  Association : 

"1.  That  your  Executive  Committee  be  authorized  and  di- 
rected to  cooperate  with  the  taxing  officials  and  others  in  any 
State,  in  which  important  tax  legislation  is  to  be  undertaken,  in 
organizing  and  holding  a  State  Conference  on  State  and  Local 
Taxation,  under  the  auspices  of  the  National  Tax  Association, 
for  the  purpose  of  promoting  the  enactment  of  the  proposed 
measures. 

"2.  That  your  Executive  Committee  be  authorized  and  di- 
rected to  examine  the  text  of  all  proposed  taxation  constitutional 
amendments,  and  of  all  taxation  measures,  submitted  to  it  for 
that  purpose  by  members  in  any  State,  and,  if  found  satisfac- 
tory, to  approve  the  same  in  the  name  of  the  Association,  or, 
if  not  satisfactory,  to  recommend  such  changes  as  will  make  them 
satisfactory,  such  action  to  require  an  affirmative  vote  of  not  less 
than  two  thirds  of  all  members  of  the  Executive  Committee. 
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"3.  That  your  Executive  Committee  be  authorized  and  di- 
rected to  draft  a  specific  program  of  work  to  be  carried  out  by 
this  Association,  that  can  be  used  as  a  basis  of  representations  to 
be  made  to  taxing  officials,  and  to  taxpayers  generally,  in  solicit- 
ing their  cooperation  and  support  as  active  and  sustaining  mem- 
bers of  this  Association." 

The  Conference  requested  that  a  committee  be  appointed  to 
investigate  and  report  to  the  next  Conference  on  the  taxation 
of  public  service  corporations. 

The  following  committees,  some  of  which  presented  reports, 
were  continued,  to  report  at  the  next  conference : 

On  Inheritance  Tax  Laws. 

On  Taxation  of  Mercantile  Business, 

On  Real  Estate  Assessment. 

On  Administration. 

On  Taxation  of  Manufacturing  Corporations. 

On  Cooperation  with  the  Census. 

On  Uniform  Insurance  Tax  Laws. 

On  Publication  of  an  Official  Journal. 

The  time  and  place  of  the  next  Conference  will  be  fixed  by 
the  Executive  Committee  of  the  Association. 

A.  C.  Pleydell, 
Edward  L.  Heydecker, 
William  Ryan, 

Committee  on  Publication. 
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RESOLUTIONS  ADOPTED  BY  THE  CONFERENCE 
Improvement  of  Local  Assessments 

1.  Whereas,  The  present  administration  of  the  general  prop- 
erty tax,  from  which  75  per  cent  of  the  state  and  local  revenue 
is  derived,  is  unsystematic,  antiquated,  and  unequal,  and  sub- 
stantial improvement  can  be  secured  by  improving  the  ordinary 
local  assessment  work. 

Resolved,  (1)  That  there  should  be  such  a  readjustment  of  local 
assessments  systems  as  will  insure  to  local  assessors  better  pay 
for  their  work ;  (2)  that  where  practicable  local  assessment  dis- 
tricts should  be  made  sufficiently  large  to  justify  the  employment 
of  the  whole  time  of  a  competent  assessor ;  (3)  that  a  central 
supervisory  board  which  will  assist  and  supervise  local  assessors 
either  directly  or  through  a  district  supervisor  can  secure  great 
improvement  in  the  original  assessment  work  and  minimize 
inequalities. 

Methods  of  Assessing  Real  Estate 

2.  Resolved,  That  as  steps  towards  an  equitable  and  scientific 
assessment  of  real  estate,  we  earnestly  recommend :  that  the 
method  of  assessment  in  rem  be  extended  to  all  districts  in  all 
States ;  the  preparation  and  use  of  tax  maps  in  each  taxing  dis- 
trict ;  the  separate  assessment  of  land  and  buildings ;  and  the 
use  of  standard  units  of  measurement  as  a  basis  of  valuation  for 
both  land  and  buildings  to  assist  the  assessor  in  the  exercise  of 
his  judgment,  such  standards  of  value  to  be  determined  for  each 
locality  by  its  officials,  with  the  greatest  possible  cooperation 
of  its  citizens,  having  due  regard  to  local  conditions. 
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Collection  and  Publication  of  Statistics 

3.  Whereas,  Statistical  comparison  and  the  determination  of 
the  economic  effects  of  taxation  are  impossible  without  com- 
plete and  comparable  statistics  of  state  and  local  revenues. 

Resolved,  That  provision  should  be  made  in  every  State  for 
the  collection  and  publication  of  statistics  of  assessment,  taxes, 
and  other  public  revenue. 

Committee  on  Public  Service  Corporations 

4.  Whereas,  The  taxation  of  public  service  corporations  in 
the  several  States  exhibits  a  total  lack  of  uniformity  in  the  meth- 
ods and  underlying  theory. 

Resolved,  That  this  Conference  requests  the  International 
Tax  Association  to  appoint  a  committee  to  consider  the  subject 
of  the  taxation  of  public  service  corporations. 

Home  Rule  in  Taxation 

5.  Resolved,  That  it  is  inexpedient  for  this  Conference  to 
express  any  opinion  upon  the  subject  of  local  option  or  home 
rule  in  taxation  and,  therefore,  without  expressing  any  opinion 
upon  this  subject,  the  officers  of  the  Association  be,  and  hereby 
are,  instructed  to  omit  from  subsequent  proceedings  of  the  Asso- 
ciation the  resolution  dealing  with  separation  of  sources  and 
home  rule  adopted  at  the  Conference  of  1907. 

Appreciation  of  Hospitality 

6.  Resolved,  That  this  Conference  place  on  record  its  great 
appreciation  of  the  distinguished  courtesy  of  the  Hon.  William 
Hodges  Mann,  Governor  of  the  Commonwealth  of  Virginia,  and 
tender  their  thanks  to  Governor  and  Mrs.  Mann  for  their  gra- 
cious and  generous  hospitality. 

Resolved,  That  the  Conference  extends  its  hearty  thanks  to 
the  local  committee  of  the  State  Tax  Commission  and  particu- 
larly to  Dr.  D.  S.  Freeman  for  his  constant  attention  to  the  com- 
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fort  and  pleasure  of  the  delegates,  also  to  the  Local  Reception 
Committee  for  their  hospitality. 

Resolved,  That  the  Conference  express  its  gratification  at  the 
honor  accorded  to  the  Conference  by  the  presence  and  contribu- 
tions to  their  discussions  of  Governor  Noel  of  Mississippi,  Gov- 
ernor Cruce  of  Oklahoma,  Lieutenant-Governor  Bliss  of  Rhode 
Island,  Lieutenant-Governor  Slack  of  Vermont,  and  Lieutenant- 
Governor  J,  Taylor  Ellyson  of  Virginia. 
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ORGANIZATION  OF  CONFERENCE 

The  Fifth  Annual  Conference  on  State  and  Local  Taxation 
opened  in  the  Meeting  Room  of  the  Jefferson  Hotel,  Richmond, 
Va.,  on  Tuesday,  September  5, 1911,  at  2.30  p.m.  " 

President  Allen  Ripley  Foote  :  For  the  fifth  time  I  have 
the  pleasure  and  honor  of  caUing  to  order  the  Annual  Conference 
on  State  and  Local  Taxation.  I  introduce  Mayor  Richardson, 
of  Richmond,  as  temporary  chairman  of  this  Conference. 

Mayor  D.  C.  Richardson  :  I  feel  honored  to  have  been 
selected  as  the  temporary  presiding  officer  of  this  Conference. 
I  would  be  wanting  in  the  graces  of  hospitality  should  I  detain 
you  by  any  extended  remarks,  when  matters  of  interest  and  profit 
will  be  discussed  by  the  speakers  who  are  to  follow.  It  always 
gives  me  great  pleasure  to  welcome  to  Richmond  strangers  who 
honor  us  with  their  presence,  but  it  is  with  especial  pleasure  that 
I  meet  and  greet  the  distinguished  men  who  have  honored  us 
with  their  presence  on  this  occasion,  and  who  have  come  to  de- 
liberate and  discuss  those  matters  which  are  so  important  to 
every  State,  every  city,  and  every  organized  community  in  our 
land. 

We  welcome  you  to  a  city  rich  in  historic  interest,  a  city  of 
traditions,  which  we  cherish  ;  to  a  people  who  cherish  the  virtues 
of  their  ancestors  and  endeavor  to  emulate  them,  but  who  turn 
their  faces  to  the  sunrise  and  are  living  in  the  breathing,  active 
present,  and  who,  within  a  few  short  years,  have  accomplished 
that  which  is  the  wonder  of  our  country  —  in  raising  a  city  from 
its  ashes,  and  setting  it  forward  on  the  road  of  progress,  and  mak- 
ing it  one  of  the  most  active  and  progressive  cities  of  our  South- 
land. We  welcome  you  to  a  people  who  are  loyal  to  their  coun- 
try, who  are  sincere  in  their  professions,  who  are  warm  in  their 
friendships,  and  who  are  unaffected  in  their  hospitahties. 


32         STATE  AND  LOCAL  TAXATION 

You  come  to  consider  a  question  of  great  interest  to  all  our 
people,  —  the  question  of  taxation,  or  that  contribution  which 
every  citizen  is  required  to  make  for  public  purposes.  I  am  not 
qualified  to  discuss  the  abstruse  propositions  involved  in  this 
question,  but  I  can  say  this,  that  every  exaction  of  this  charac- 
ter should  appeal  to  the  consciousness  of  the  people  as  being  fair 
and  equitable. 

It  is  my  pleasure  and  privilege  now  to  introduce  the  distin- 
guished Governor  of  this  old  Commonwealth,  a  man  whose  every 
heart  throb  is  for  his  country,  and  who,  in  his  zeal  and  activity 
for  promoting  the  happiness  and  welfare  of  his  people,  is  not  ex- 
celled by  any  of  his  distinguished  predecessors.  I  take  great 
pleasure  in  introducing  to  you.  His  Excellency,  William  Hodges 
Mann,  who  will  extend  a  welcome  on  behalf  of  the  State  of 
Virginia. 

Governor  William  Hodges  Mann  :  I  thank  you  for  the 
generous  reception  which  you  have  given  me,  and  I  thank  my 
friend  who  has  introduced  me  so  generously.  I  feel  honored  in 
having  the  happiness  to  address  such  an  audience.  Richmond 
is  a  great  convention  city,  and  many  conventions  come  here, 
partly  because  of  its  historic  interest,  and  I  trust  also  because  of 
the  welcome  which  is  extended  to  them. 

This  representative  audience  is  gathered  from  a  great  many 
States,  from  the  North,  South,  East,  and  West,  for  the  purpose 
of  debating  on  a  most  important  subject,  and  we  delight  to  see 
the  number  of  ladies  here,  because  we  know  that  where  the  ladies 
are  present  it  is  a  guarantee  that  everything  will  be  properly 
conducted,  and  more  than  that,  we  have  the  inspiration  that 
animates  the  life  of  every  true  man,  and  causes  him  to  strive  to 
do  the  things  that  are  great  and  good  for  the  upbuilding  of  man- 
kind and  the  upbuilding  of  the  Commonwealth. 

Knowing  where  some  of  you  come  from,  I  want  to  make  this 
explanation.  Some  years  ago  a  great  company  from  the  North 
and  the  East  and  the  West  came  to  this  capital  city  and  tried 
to  come  in.  They  gave  us  a  great  deal  of  trouble  and  right 
smart  uneasiness,  and  a  great  deal  of  inconvenience,  and  I  want 
to  tell  you  that  the  reason  why  we  did  not  let  you  come  in  at 
that  time  was  because  we  did  not  know  what  good  fellows  you 
were,  and  I  believe  if  you  had  known  what  good  fellows  we  were, 
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you  might  have  been  wilhng  to  come,  but  you  would  not  have 
come  in  organized  force,  but  would  have  come  one  by  one  and 
have  received  the  welcome  which  one  American  ought  to  extend 
to  another. 

There  are  in  this  audience  representatives  from  the  Dominion 
of  Canada,  and  we  welcome  them  with  even  more  cordiality  than 
we  did  in  Milwaukee,  although  at  that  time  our  hearts  were 
filled  with  kindness  and  good  wishes  for  our  friends  on  the  other 
side  of  the  Lakes. 

Mayor  Richardson  has  alluded  to  the  historic  interest  of  the 
city.  He  did  not  tell  you  of  this  in  detail ;  in  fact,  if  he  had  told 
you  all,  he  would  have  been  speaking  to  the  end  of  this  conven- 
tion, although  the  Mayor  has  the  power  to  a  wonderful  degree 
of  condensing.  Therefore,  when  I  tell  you  about  the  old  State 
of  Virginia,  to  which  I  extend  you  a  welcome,  I  am  just  going 
to  touch  on  the  outside,  the  high  places,  and  not  attempt  to  de- 
tail to  you  the  great  things  which  Virginia  has  contributed  to 
our  common  country.  I  will  say  this,  though,  when  Virginia 
has  been  called  upon  to  make  her  contribution  of  manhood  to 
this  great  country  of  ours,  she  has  always  responded,  and,  judg- 
ing the  future  by  the  past,  she  will  always  respond,  whatever 
the  call,  whatever  the  demand. 

While  we  are  going  into  the  traditions  of  Virginia,  I  want  to 
say,  as  Patrick  Henry  said,  "I  am  speaking,  not  as  a  Virginian, 
but  as  an  American  citizen"  ;  and  I  say  to  every  one  of  you  who 
has  come  to  Virginia,  that  you  have  not  come  to  an  alien  coun- 
try, to  a  foreign  land,  but  to  a  part  of  your  own  traditions,  to  a 
part  of  this  great  country  of  ours,  to  one  of  the  forty-eight  States 
which  make  this  the  greatest  country  that  the  sun  ever  shone 
upon,  —  if  my  friend  from  Canada  will  permit  me  to  make  so 
extravagant  a  statement. 

In  traveling  over  a  large  portion  of  the  American  continent, 
or  that  portion  covered  by  the  United  States,  I  find  very  little 
difference  in  Americans,  whether  they  are  Americans  by  birth 
or  adoption.  I  define  a  citizen  of  Virginia  as  a  man  who  was 
born  here,  or  a  man  who  had  sense  enough  to  come  here  after 
he  was  born.  I  am  willing  to  give  the  last-named  class  exactly 
the  same  welcome,  giving  him  a  lot  in  our  corporeal  possessions, 
and  giving  him  more,  a  part  in  our  history  and  the  traditions  of 
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old  Virginia,  —  the  history  and  traditions  which  belong  to  you 
men  of  this  great  country  of  ours,  and  even  belong  to  you  of 
Canada,  because  we  represent  the  same  race  from  which  you 
come. 

You  are  the  only  people  interested  in  the  tax  question  that  I 
ever  extended  a  welcome  to ;  generally  when  tax  men  come  after 
me,  I  don't  welcome  them ;  they  come  with  great  regularity  and 
I  have  to  respond  to  their  demands,  because  I  can't  help  myself. 

We  have  to  deal  here  with  great  and  important  questions. 
Governments  must  go  on ;  governments  must  exist  for  the  pro- 
tection of  the  poor  against  the  rich,  if  need  be ;  for  the  protec- 
tion of  society  against  anarchy ;  for  the  protection  of  one  govern- 
ment against  the  encroachment  of  another;  for  the  protection 
of  the  rights  which  God  has  created  for  every  man  when  He  made 
him  a  citizen  of  a  community.  We  must  pay  taxes  for  the  run- 
ning of  the  government.  All  of  the  States  of  the  Union  are 
aroused  on  this  great  question.  I  have  the  honor  to  be  Chair- 
man of  the  Tax  Commission  of  the  State  of  Virginia,  and  we  are 
now  considering  the  best  method  of  distributing  the  burden  of 
taxation  among  the  people  of  the  Commonwealth.  But,  after 
all,  there  is  a  greater  principle  running  through  the  principle  of 
taxation,  —  that  is,  the  State  must  be  honest  in  the  passage  and 
execution  of  its  laws,  in  order  that  the  taxpayer  may  be  inter- 
ested in  the  settlement  of  the  burden  that  is  laid  on  him. 

If  this  Conference  shall  contribute  to  the  solution  of  this  great 
problem,  which  is  one  of  the  problems  of  the  twentieth  century, 
then  the  thanks  of  this  generation  and  the  generations  that  come 
after  will  come  to  every  member  who  is  assembled  here  to  deal 
with  these  important  questions. 

Once  more,  I  welcome  you  to  the  old  State  of  Virginia;  to 
everything  we  have ;  to  our  homes  and  our  firesides ;  and  I 
assure  you  that  you  are  in  your  own  territory  and  on  your  own 
soil,  and  that  as  American  citizens  we  are  under  the  same  flag, 
striving  for  the  security  and  the  growth  of  a  great  nation. 

Mayor  Richardson  :  I  have  great  pleasure  in  introducing  to 
you  now  the  Hon.  Lee  Cruce,  Governor  of  Oklahoma,  who  will 
raspond  on  behalf  of  the  Conference. 

Governor  Lee  Cruce  :  It  is  a  pleasure  to  come  from  the  far- 
off  West  and  meet  with  the  people  in  this,  one  of  the  first  States 


ORGANIZATION  OF  CONFERENCE  35 

of  the  Union.  I  am  from  what  we  still  call  the  "baby  State,"  — 
because  we  don't  permit  Arizona  and  New  Mexico  to  usurp  that 
title  just  yet,  —  and  we  have  come  from  that  Western  country 
to  this,  the  birthplace  of  American  freedom  and  libert}^,  to  learn 
from  you  another  lesson.  You  taught  us  in  the  years  gone  by 
that  there  is  nothing  so  priceless  as  the  boon  of  self-government, 
and  I  say  to  you,  my  fellow-citizens,  that  taxation  is  the  most 
difficult  problem  that  men  have  had  to  solve  since  civilization 
began.  There  is  a  sajang  that  "the  best  governed  people  is  the 
least  taxed  people"  ;  and  we  are  trying  to  solve  a  question  that 
is  as  old  as  government,  the  question  of  taxation.  As  stated  by 
the  Governor  of  Virginia  in  his  address  of  welcome,  we  are  trying 
to  distribute  the  burdens  of  taxation  equitably  among  men. 
We  have  not  solved  that  question  yet.  If  this  Conference  can 
solve  it,  then  we  have  done  the  greatest  service  for  the  people 
that  has  been  done  since  the  history  of  the  world  began. 

We  of  the  West  have  come,  not  to  instruct  you,  but  to  receive 
instruction  from  you.  We  think  we  are  doing  some  marvelous 
things  out  there.  We  are  not  the  aggregation  of  cranks  that 
people  of  the  East  picture  us  to  be.  We  have  come  from  every 
State  in  the  Union,  from  every  civilized  country  in  the  world. 
There,  in  that  young  country,  we  are  trying  to  solve  this  ques- 
tion of  taxation.  We  have  tried  about  all  the  different  modes 
of  taxation  that  have  been  taught,  and  I  think  we  have  invented 
one  or  two  of  our  own,  but  we  realize  that  we  are  far  from  that 
perfect  government  that  should  be  the  boon  of  every  citizen. 

It  is  a  pleasure  to  me  to  come  to  this  old  Commonwealth,  and 
to  receive  at  the  hands  of  its  people  such  a  welcome,  and  I  want 
to  take  the  Governor  of  Virginia  at  his  word  —  we  are  going  to 
appropriate  a  part  of  it.  We  have  alreadj^  done  that  in  part  — 
in  our  young  State  we  have  about  ten  times  as  many  ^^irginians 
living  in  Oklahoma  as  there  are  Oklahomans  in  Virginia,  and  if 
we  can  keep  up  that  proportion,  we  will  always  be  ahead.  And 
let  me  say  that  no  better  citizens  live  in  the  Commonwealth  of 
Oklahoma  than  those  who  came  from  this  Commonwealth. 
They  are  just  the  same  kind  of  people  there  that  they  were  when 
they  lived  in  this  State.  We  have  people  from  Mrginia,  Massa- 
chusetts, and  Pennsylvania ;  from  the  North,  from  the  South, 
and  the  East  and  the  West.     The  very  best  blood  of  these  old 
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Commonwealths  have  met  there  on  common  ground  and  are 
trying  to  solve  these  questions  of  government. 

Virginia  has  given  to  our  country  some  of  its  most  illustrious 
citizens.  This  morning  I  Avent  through  your  lil^rary,  and  saw 
the  collection  of  your  minerals,  your  timber,  your  animals, 
your  fowls,  the  products  of  your  farms,  brought  there  in  minia- 
ture form  so  that  the  visitor  might  see  what  you  have  in  Virginia. 
I  then  went  to  your  art  gallery.  I  saw  there  the  portraits  of 
some  of  the  greatest  American  citizens  that  have  ever  lived. 
We  too  frequently  forget  what  Virginia  has  contributed  to  this 
nation  in  the  way  of  splendid  men.  Go  to  this  library  and  you 
will  see  the  portrait  of  George  Washington,  the  Father  of  his 
Country  ;  Thomas  Jefferson,  who  gave  to  his  country  the  Declar- 
ation of  Independence,  and  whose  matchless  genius  and  won- 
derful mind  framed  that  document  that  freed  us  from  the  op- 
pression and  tyranny  of  another  government. 

There  is  a  tyranny  worse  than  that,  the  tyranny  of  taxation, 
and  if  we  can  come  to  old  Virginia  and  again  appeal  to  her  for 
refuge  and  relief  and  she  can  aid  us  to  thrown  this  burden  from 
the  people,  we  will  achieve  a  greater  thing  than  those  things 
achieved  by  our  forefathers,  who  lived  and  died  in  Virginia. 

My  fellow-citizens,  there  are  many  things  to  be  considered  by 
this  Conference,  and  I  have  come  here  as  one  of  the  representa- 
tives of  a  Western  State  to  hear  you  discuss  these  questions,  and 
to  take  home  to  our  people  the  lessons  we  will  learn  here. 

Now  let  me  say,  on  behalf  of  the  members  of  this  Conference 
from  the  Western  States,  that  we  appreciate  the  generous  wel- 
come extended  to  us  by  this  old  city,  and  I  say  to  j^ou,  Governor 
Mann  and  the  people  of  Richmond,  that  your  welcome  to  us  is 
no  less  generous  than  is  the  appreciation  we  feel  for  this  welcome 
you  so  liberally  extend  to  us. 

Mayor  Richardson  :  I  now  have  the  pleasure  of  introducing 
Governor  Noel  of  Mississippi. 

Governor  E.  F.  Noel  :  As  a  delegate  to  this  Conference,  as 
a  member  of  this  Association,  and  as  a  visitor,  it  affords  me  great 
pleasure  to  respond  to  the  words  of  welcome  from  the  Governor 
of  the  great  Commonwealth  of  Virginia,  the  mother  of  States  and 
of  Presidents.  In  war  and  in  peace  she  has  furnished  wisdom, 
men,  and  leaders.     Virginia  has  never  been  otherwise  than  at 
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the  front  in  hospitality.  Those  of  us  who  have  not  had  previous 
experience  will  learn  that  that  reputation  of  hospitahty  is  con- 
tinued from  the  olden  times  to  the  present  day. 

I  don't  feel  in  coming  here  that  I  am  coming  to  a  strange 
country.  Long  ago,  in  the  earliest  settlement  of  Virginia,  my 
ancestors,  paternal,  came  from  London  to  the  Rappahannock 
Valley.  They  had  lived  in  a  great  city,  and  not  one  of  those 
London  ancestors  of  mine  from  the  time  of  this  settlement,  until 
I  came  of  age  and  went  into  the  practice  of  law,  ever  lived  other- 
wise than  on  a  farm.  I  have  felt  all  my  days  called  back  to  the 
farm.  In  looking  back  to  the  farm  I  look  back  to  old  Virginia 
as  the  home  of  the  farmer,  the  home  of  my  ancestors.  Seventy- 
seven  years  ago,  my  father,  then  in  his  twentieth  year,  and  my 
mother,  a  little  younger,  with  a  caravan  of  negro  slaves,  cattle, 
stock,  wagons,  and  farming  implements,  left  the  county  of 
Essex,  crossed  the  mountains  of  Kentucky  and  Tennessee  and 
on  to  Mississippi,  and  settled  at  the  home  where  I  was  born 
twenty-eight  years  later. 

The  world  has  wonderfully  advanced  in  some  lines ;  in  some 
other  lines  we  have  not  made  such  marked  progress.  In  the  line 
of  tax  reform  we  have  not  made  great  improvement.  My  friend 
from  Oklahoma  says,  "the  best  governed  State  is  the  least  taxed 
State,"  but  I  disagree  with  him.  When  I  go  around  Richmond 
and  see  her  noble  buildings,  her  fine  streets,  her  beautiful  parks, 
and  all  the  modern  conveniences  that  go  to  make  life  comfortable, 
it  makes  me  realize  that  we  can't  get  something  for  nothing ;  you 
can't  get  it  here,  or  anywhere.  It  takes  money  for  the  conven- 
iences of  life ;  so  I  say,  the  best  governed  State  is  the  best  taxed 
State ;  I  don't  say  the  least  taxed,  I  say  the  best  taxed.  As 
Governor  Mann  said,  the  tax  times  come  around  mighty  quick 
and  mighty  unwelcome,  and  you  must  pay  now  or  suffer  fines 
and  penalties,  but  it  is  for  good  government.  What  is  good  gov- 
ernment? Here  in  your  city  it  stands  for  splendid  lights,  for 
good  water,  for  good  streets,  for  good  sewers,  for  the  modem 
conveniences  in  the  way  of  sanitation  and  the  comforts  of  lite, 
and  for  protection  in  your  homes  and  your  rights  as  free-born 
citizens. 

We  are  here  to  study  the  best  methods  to  distribute  the  bur- 
den of  taxation  equitably  among  all,  that  the  burden  of  govern- 
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ment  shall  be  borne  in  proportion  to  the  benefits  received.  We 
are  making  progress  in  some  States  and  standing  still  in  some. 
If  all  the  States  will  avail  themselves  of  all  the  wisdom  that  is  in 
this  gathering,  we  will  soon  be  out  of  the  woods.  We  are  here 
to  carry  to  each  State,  not  only  the  experience  and  wisdom  of  all 
the  States,  but  of  the  world,  through  the  representatives  of  our 
colleges  who  take  the  world  in  their  scope  ;  that  we  should  learn 
by  the  sad  experience  of  others  in  what  way  the  benefits  of  good 
government  can  be  attained  with  the  least  expense  and  the  best 
apportionment  of  all  its  burdens  and  expenses.  If  we  could 
engage  the  attention  of  the  citizens  of  this  country  to  the  wisdom 
and  experience  that  is  expressed  here,  we  would  have  made 
marked  and  great  progress,  and  would  have  signalized  a  new 
approach  to  perfection  in  government. 

I  know  that  no  man  can  attend  these  gatherings  without  being 
benefited  and  entertained,  and  through  the  press  we  cordially 
invite  the  public  to  its  deliberations,  with  a  view  of  taking  this 
subject  before  the  people  of  this  country,  to  make  it  a  subject 
of  thought  and  to  carry  it  to  the  legislative  bodies,  so  that  wise 
laws  may  be  enacted  for  the  apportionment  of  the  burdens  of 
the  State,  and  that  proper  instruction  may  be  given  to  the  offi- 
cials in  charge  of  the  taxing  departments  of  the  States,  that  the 
world  may  be  wiser  through  this  gathering  and  comparison  of 
experience,  and  that  through  the  operation  of  legislation  and 
administration  there  may  be  a  proper  apportionment  of  taxa- 
tion and  the  revenues  may  be  properly  expended. 

In  behalf  of  this  Association  and  this  Conference  and  myself, 
I  thank  the  Governor  of  this  State  and  the  Mayor  of  this  city 
for  the  welcome  they  have  extended  to  us ;  the  gates  of  the  city 
are  opened  to  us,  our  welcome  from  its  people  is  assured,  and  we 
know  that  our  stay  will  be  pleasant. 

Mayor  Richardson  :  Love  for  one's  native  State  is  a  virtue 
to  be  commended.  While  every  Virginian  loves  his  State,  we 
do  not  claim  a  monopoly  in  intelligence,  in  respectability,  or  in 
warm-hearted  hospitality,  for  some  of  the  best  friends  I  have 
on  earth  are  those  who  live  in  distant  States ;  and  although  I 
followed  the  fortunes  of  Robert  E.  Lee,  some  of  the  best  friends 
I  have  are  among  those  who  wore  the  blue  and  fought  in  defense 
of  the  cause  that  they  deemed  right.     We  have  here  present 
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men  from  all  sections  of  our  broad  land,  and  I  want  now  to  call 
upon  one  who  lives  in  the  North,  but  whose  heart  is  warm  in 
his  love  of  country  and  who  will  respond  to  the  address  of  wel- 
come. I  call  on  Hon.  L.  P.  Slack,  Lieutenant-Governor  of 
the  State  of  Vermont. 

Lieutenant-Governor  L.  P.  Slack  :  I  should  be  ungrateful 
and  remiss  in  the  discharge  of  my  duties,  if  I  failed  to  tell  the 
Mayor  of  this  city  and  the  Governor  of  Virginia  of  the  appre- 
ciation of  my  colleagues  from  Vermont,  and  of  my  own  appre- 
ciation, of  the  cordial  hospitality  which  we  have  received  and 
are  receiving  at  the  hands  of  them  and  their  people. 

It  is  a  pleasure  to  me  to  visit  this  beautiful  city,  the  capital 
of  one  of  the  greatest  States  in  the  Union.  I  heartily  indorse 
all  the  good  things  that  have  been  said  about  this  Common- 
wealth, and  her  institutions  and  her  people.  While  we  have 
differed  with  them  at  times  upon  some  momentous  questions, 
we  never  by  word  or  action  have  tried  to  detract  from  the  record 
won  by  the  sons  or  daughters  of  Virginia.  We  are  not  unmind- 
ful of  the  fact  that  Virginia  produced  the  first  President  of  the 
United  States,  the  Father  of  his  Country ;  we  are  not  unmindful 
of  the  fact  that  Virginia  produced  the  author  of  the  Declaration 
of  Independence ;  we  are  not  unmindful  of  the  fact  that  Virginia 
produced  John  Marshall,  the  greatest  jurist  of  his  generation, 
and  the  peer  of  the  jurists  of  any  generation.  They  were  your 
own  sons ;  they  were  our  citizens,  because  they  were  citizens  of 
this  whole  Union,  and  we  glory  in  the  pride  that  we  take  in  the 
illustrious  history  of  your  past,  and  we  bespeak  for  you  a  future 
brilliant  with  no  less  events,  carried  on  by  no  less  men  and 
women. 

I  wish  to  express  my  appreciation,  Mr.  Governor  and  Mr. 
Mayor,  for  the  hospitality  you  are  extending  to  the  members  of 
this  Conference. 

Mayor  Richardson  :  The  next  speaker  I  shall  call  upon  is  one 
who  lives  in  what  may  be  denominated  "the  frozen  North,"  be- 
yond our  borders,  but  in  that  live,  progressive  city  which  is  ex- 
citing the  admiration  of  all  America,  the  great  city  of  Winnipeg, 
—  Mr.  J.  W.  Harris,  City  Assessor  of  Winnipeg,  Manitoba. 

Mr.  J.  W.  Harris  :  A  year  ago,  when  Governor  Mann  was  in 
Milwaukee  and  gave  such  a  hearty  invitation  for  the  Tax  Con- 
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ference  to  meet  in  Virginia,  I  desired  to  see  what  kind  of  a  place 
this  was.  His  invitation  was  so  warm  that  I  thought  he  was 
overdrawing  the  subject,  but  I  am  now  satisfied  that  he  did  not 
say  anything  beyond  what  he  was  warranted  in  saying.  I  think 
the  Conference  has  come  to  the  right  place  to  have  its  meeting. 
Last  year  I  invited  the  Conference  to  meet  up  in  the  "frozen 
North,"  as  the  Chairman  has  spoken  of  it,  and  I  wish  now  to 
reiterate  that  invitation ;  and  we  will  endeavor  to  make  it  as 
pleasant  for  you  as  we  can.  We  are  young,  and  we  know  that 
when  you  come  to  visit  us  you  would  not  expect  as  much  as 
from  the  older  and  more  interesting  and  historic  places.  This 
is  one  of  the  most  important,  I  suppose,  of  any  in  the  United 
States,  having  been  the  capital  of  the  Southern  Confederacy. 
I  am  pleased  to  see  that  the  unpleasantness  that  then  existed 
seems  to  have  been  entirely  wiped  out  —  one  of  the  most  credit- 
able feats  that  could  have  happened.  The  great  Civil  War 
having  been  fought  through,  and  the  people  that  then  fought 
each  other  now  shaking  hands  and  uniting  in  the  warmest  friend- 
ship, is  a  wonderful  lesson.  So  much  has  been  said  about  Virginia 
that  I  think,  perhaps,  if  I  had  not  been  born  a  Canadian,  the 
next  place  I  would  have  liked  to  have  been  born  in  would  have 
been  Virginia. 

I  would  be  lacking  in  appreciation  of  the  kind  reference  that 
Governor  Mann  has  made  to  Canada  were  I  not  to  express  my 
high  appreciation  of  his  allusion.  The  bond  between  the  Amer- 
ican people  and  those  of  Canada  is  becoming  more  and  more 
recognized.  Just  now  the  matter  of  reciprocity  is  in  the  minds 
of  all,  and  on  the  21st  of  September  there  will  be  an  election  all 
over  Canada  on  that  question.  Whatever  the  result,  the  reci- 
procity question  will  not  be  materially  altered,  though  it  may  be 
delayed.  Reciprocity  is  going  on  all  the  time  between  Canada 
and  the  United  States.  I  started  in  myself  a  number  of  years 
ago  in  encouraging  that  principle  and  came  over  to  the  State  of 
Iowa  and  appropriated  one  of  the  ladies  of  that  State,  so  I  can 
say  I  have  done  my  share  towards  encouraging  reciprocity. 

The  question  of  reciprocity  is  going  to  assert  itself  without  any 
law  being  passed  on  the  matter.  The  province  of  Alberta  is 
settled  almost  entirely  by  Americans.  They  are  aj^jiropriating 
that  country  to  their  own  use,  and  we  are  very  glad,  and  extend 
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the  heartiest  welcome  to  them.  There  is  no  trouble,  they  do 
not  see  the  necessity  of  having  any  great  noise  about  reciprocity. 
They  are  there  and  are  satisfied,  and  we  are  satisfied  that  they 
are  there ;  they  conform  to  our  laws,  and  seem  to  think  there  is 
very  little  difference  in  our  laws  and  those  of  this  country,  and 
if  anything,  prefer  ours. 

The  question  we  are  called  together  upon  is  more  particularly 
to  devise  means  for  an  equitable  system  of  taxation.  I  am  here 
to  see  how  much  information  I  can  appropriate  for  our  people, 
and  I  shall  be  glad  to  listen  and  learn  what  I  can  on  the  subject,  as 
I  have  been  connected  with  the  Tax  Department  of  the  City  of 
Winnipeg  for  upwards  of  thirty  years,  and  we  are  always  ready 
to  appropriate  to  our  use  whatever  we  find  to  the  interest  of  the 
people  of  Winnipeg.  Our  laws  are  somewhat  different  from 
3^ours,  and  we  have  very  little  difficulty  in  making  changes.  If 
we  want  to  make  a  change  in  a  law,  a  committee  is  appointed 
and  goes  up  to  the  Legislature ;  and  if  they  deem  it  wise  to  adopt 
it,  there  is  no  difficulty  about  it  and  no  need  of  changing  the 
Constitution. 

I  thank  you  for  your  hearty  welcome. 

Mayor  Richardson  :  According  to  the  program,  these  pre- 
liminary addresses  having  been  concluded,  I  now  have  the  pleas- 
ure to  present  His  Excellency,  Governor  Mann,  who  has  been 
selected  as  the  permanent  Chairman  of  the  Conference. 

Governor  Mann  then  took  the  chair. 

Mr.  a.  C.  Pleydell  :  I  desire  to  make  some  announcements 
on  behalf  of  the  Executive  Committee.  The  constitution  of  the 
International  Tax  Association  requires  that  the  preparations- 
for  these  Conferences  shall  be  made  by  the  Executive  Commit- 
tee. For  the  information  especially  of  those  delegates  who  are 
in  attendance  for  the  first  time,  it  should  be  stated  that  the 
Conference  is  composed  primarily  of  delegates  appointed  by 
governors,  premiers,  and  universities,  and  that  the  voting  power 
on  all  expressions  of  opinion  of  the  Conference  is  confined  to 
these  delegates,  as  set  forth  in  the  extract  from  the  constitution 
printed  in  the  program.  The  sessions  and  discussions,  however, 
are  open  to  all.  The  Association  has  prepared  a  program,  and 
has  made  such  advance  preparations  as  are  necessary  to  facili- 
tate the  work  of  the  Conference. 
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In  order  to  facilitate  the  organization  of  the  Conference  the 
committee  has  prepared  rules  similar  to  those  governing  former 
Conferences,  with  some  minor  changes,  and  submits  them  for 
your  consideration,  as  follows : 

Rules 

1.  The  organization  and  procedure  of  the  Conference  shall 
be  governed  by  Article  6  of  the  Constitution  of  the  International 
Tax  Association,  limiting  the  voting  power  to  delegates  ap- 
pointed by  Governors,  Premiers,  and  Presidents  of  Universities 
and  Colleges.  The  Conference  shall  not  be  held  to  indorse  any 
address  or  opinion  expressed  in  discussion  except  as  set  forth 
in  regularly  adopted  resolutions. 

2.  Standing  Committees  shall  be  appointed  as  follows  : 

(a)  A  committee  of  five  on  credentials,  named  by  the 

Chair. 
(&)  A  committee  of  five  on  rules  and  program,  named  by 

the  Chair, 
(c)   A  committee  on  resolutions,  to  be  composed  of  one 

member  from  each  State  and  Province  represented, 

to  be  selected  by  the  delegates  present  from  each 

State  and  Province. 

3.  Resolutions  shall  be  read  by  title  and  referred  to  the  Reso- 
lutions Committee  without  debate. 

4.  A  vote  to  accept  the  report  of  a  committee  shall  mean  only 
that  such  report  is  received  for  discussion  and  printing  in  the 
proceedings,  and  does  not  commit  the  Conference  to  any  specific 
conclusions  set  forth  in  the  report. 

5.  Addresses  shall  be  limited  to  twenty  minutes. 

6.  Discussion  shall  follow  each  paper,  where  the  subject  is 
different  from  the  following  one,  and  shall  follow  a  group  of 
papers  where  the  subject  is  similar, 

7.  Each  speaker  in  discussion  shall  be  limited  to  five  minutes, 
and  the  general  discussion  shall  not  exceed  thirty  minutes  unless 
otherwise  voted.  The  privilege  of  the  floor  shall  be  extendetl 
to  members  of  the  International  Tax  Association  and  i)ublic 
officials. 

8.  The  order  of  discussion  shall  be : 
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(a)  Invited  speakers. 

(6)  Those  who  give  notice  of  their  desire  to  discuss  a  par- 
ticular paper, 
(c)   General  discussion  by  delegates  and  visitors. 

9.  The  ordinary  rules  of  Parliamentary  procedure  shall  gov- 
ern otherwise. 

Mr.  Frank  P.  Crandon  (Illinois)  moved  the  adoption  of  the 
rules.     Motion  carried  unanimously  without  debate. 

Governor  Mann  :  The  delegates  from  each  State  will  please 
meet  promptly  and  select  a  member  for  the  Resolutions  Com- 
mittee to  represent  their  State,  and  give  the  name  to  the  secre- 
tary as  soon  as  possible.  (The  Resolutions  Committee  member- 
ship, as  finally  completed,  is  printed  on  page  24,  ante.  The  first 
meeting  of  the  committee  was  held  Wednesday  noon.) 

Mr.  Pleydell  :  I  have  a  letter  from  Governor  Dix  of  New 
York,  expressing  his  great  regret  that  owing  to  the  legislature 
reconvening  to-morrow  he  finds  it  impossible  to  attend  and  de- 
liver his  address  in  person. 

[The  address  of  Governor  Dix  was  then  read  by  Mr.  Lawson 
Purdy,  President  of  the  New  York  City  Tax  Department. 
There  was  no  discussion  of  this  address  or  of  the  summary  of 
legislation  presented  by  Mr.  Pleydell,  and  after  these  two  papers 
the  meeting  adjourned.] 

At  a  subsequent  meeting  the  following  committees  were  an- 
nounced : 

Committee  on  Credentials 

Samuel  T.  Howe  of  Kansas. 

W.  R.  LoYD  of  Alabama. 

Wm.  H.  Corbin  of  Connecticut. 

Robert  S.  Franklin  of  Rhode  Island. 

Nils  P.  Haugen  of  Wisconsin. 

Committee  on  Program 

A.  C.  Pleydell  of  New  Jersey. 
Oscar  Leser  of  ^Maryland. 
George  Lord  of  ]\Iichigan. 
J.  E.  Cushman  of  Vermont. 
J.  H.  McConlogue  of  Iowa. 
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By  John  A.  Dix 
Governor  of  New  York 

Sixty  years  ago,  if  an  inhabitant  of  this  country  had  been 
asked  as  to  his  citizenship,  he  would  have  rephed,  "I  am  a  Vir- 
ginian, or  a  New  Yorker,  a  citizen  of  Missouri  or  Massachusetts," 
as  the  case  might  be.  To-day  his  response  would  be,  "I  am  an 
American;  I  live  in  Virginia,  or  New  York,  or  Missouri,  or 
Massachusetts,"  according  to  the  fact.  We  are  not  the  less  Vir- 
ginians or  New  Yorkers  to-day,  but  we  have  a  broader  concep- 
tion of  the  common  tie  between  us  as  citizens  of  the  whole 
country. 

I  do  not  mean  by  this  to  intimate  that  our  loyalty  to  our  re- 
spective States  has  weakened.  I  do  not  believe  it  has.  All  I 
mean  to  intimate  is  that  we  are  much  more  conscious  of  the  exist- 
ence, the  power,  and  the  authority  of  our  sister  States  than  were 
our  fathers  and  grandfathers  sixty  years  ago,  and  that  this  recog- 
nition tends  to  emphasize  the  common  bond  of  federal  citizen- 
ship. Then  the  clash  of  authority,  when  it  arose,  was  usually 
between  the  State  and  the  Nation.  Now  it  is  quite  as  likely  to 
be  between  sister  States.  This  has  tended  to  emphasize  both 
the  powers  of  the  federal  government  and  of  the  respective 
States.  Of  late  years  there  has  grown  an  insistent  demand  for 
a  broader  exercise  of  federal  powers,  which  demand  has  been 
met  by  an  equal  insistence  that  the  reserved  rights  of  the  States 
shall  not  be  intruded  upon.  It  is  not  my  province  at  this  time 
to  discuss  these  respective  claims.  I  desire  simply  to  call  your 
attention  to  some  phases  of  the  questions  which  arise  when 
clashes  of  authority  occur  between  the  States,  because  it  seems 
to  me  that  the  demand  for  broader  federal  powers  comes  largely 
from  the  failure  of  the  States  to  exercise  their  state  sovereign 
rights  in  accord  on  questions  which  concern  both  their  own  citi- 
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zens  and  the  citizens  of  other  States  doing  business  within  their 
borders. 

Modern  industrial  conditions  tend  to  break  down  state  Hues. 
To  have  a  map  of  our  State  is  no  longer  sufficient.  The  map,  to 
be  useful,  must  take  in  the  whole  nation.  We  may  take  a  train 
and  in  a  day,  or  a  night,  traverse  several  States.  The  telegraph 
and  telephone  enable  us  to  communicate  almost  instantly  with 
far-distant  centers.  Even  the  mail  brings  us  each  morning  letters 
from  correspondents  in  a  dozen  different  States,  written  only 
the  preceding  day.  Business  men  have  been  quick  to  adapt 
these  conditions  and  are  no  longer  content  with  local  trade.  On 
opening  our  mail,  we  scarcely  notice  whether  the  letter  comes 
from  Massachusetts  or  Illinois,  for  both  are  within  our  field  of 
operations. 

All  hindrances  to  business  are  vexatious,  and  every  effort  is 
being  made  to  overcome  them.  Reduction  in  cost  of  product  is 
the  aim  of  every  business  man,  and  the  cutting  off  of  a  fraction  of 
a  per  cent  is  looked  upon  as  a  victory.  Taxes  are  an  artificial 
hindrance  to  business,  and  the  imposition  of  taxes  is  therefore  to 
be  scrutinized  with  the  utmost  care  by  the  State  levying  the  tax. 
Government  must  be  supported  and  taxes  must  be  paid.  But 
wisdom  or  folly  may  be  shown  in  the  kind  of  taxes  imposed  and 
in  the  manner  of  their  enforcement. 

I  am  not  a  lawyer  —  I  am  a  business  man.  As  Chief  Execu- 
tive of  New  York  I  am  at  the  same  time  an  administrator  of  tax 
laws.  Your  association  seeks  to  bring  together  the  theorist  in 
taxation,  the  administrator  of  tax  laws,  and  the  taxpayer.  I 
wish  to  speak  more  especially  from  the  point  of  view  of  the 
taxpayer. 

I  have  no  sympathy  with  the  theory  of  taxation  which  finds 
expression  in  retaliatory  legislation.  Because  some  sister  State 
imposes  unjust  taxes  upon  our  citizens  doing  business  there,  is 
no  reason,  to  my  mind,  why  New  York  should  impose  unjust 
taxes  on  the  citizens  of  that  State  doing  business  in  New  York. 
Rather  should  New  York  set  the  example  of  dealing  justly,  and 
by  argument  and  persuasion  seek  the  repeal  of  the  unjust  law. 
Every  tax  law  should  be  carefully  considered  both  as  to  its  effects 
within  and  without  the  State.  It  is  comparatively  easy  to  con- 
sider the  effect  within  the  State,  and  unfortunately  that  is  the 
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only  side  of  the  question  which  usually  is  considered  at  all.  If 
the  tax  affects  business  outside  of  the  State  adversely,  our  legis- 
lators, if  we  may  judge  by  their  actions  and  their  words,  seem 
pleased  rather  than  saddened.  This,  I  suppose,  is  on  the  narrow 
view  that  another  man's  loss  is  our  gain,  particularly  when  that 
man  is  our  business  rival.  But  thoughtful  business  men  know 
better.  They  know  that  anything  that  would  raise  the  price  of 
fuel  in  Pennsylvania  would,  through  the  subtk  and  sensitive 
pulses  of  business  and  credit,  affect  business  everywhere. 

Taxation  is  an  element  in  business  cost.  If  taxes  are  increased 
undul}'-,  unjustly,  and  unequally  anywhere,  all  business,  not  only 
the  business  most  intimately  connected  with  the  thing  taxed, 
but  all  business,  will  be  affected  to  some  degree. 

Real  estate,  in  the  nature  of  things,  must  bear  the  chief  burden 
of  local  government.  Local  safety  and  health,  local  comforts 
and  conveniences,  are  quickly  reflected  in  the  value  of  local  real 
estate  ;  and  while  the  owners  of  such  property  must  pay  the  addi- 
tional taxes  needed  to  provide  such  safety,  health,  comforts,  and 
conveniences,  they  receive  it  back  in  their  o^^^l  enjoyment  of 
these  things  or  in  the  rents  which  they  can  command  from  their 
tenants  who  enjoy  them.  The  real  concern,  therefore,  of  the 
owners  of  real  estate  is  simply  to  make  sure  that  they  are  get- 
ting their  money's  worth  for  the  taxes  that  they  pay  for  local 
government. 

But  real  estate  does  not  bear  all  the  taxes,  either  state  or  local. 
In  addition  to  real  estate  taxes,  there  are  two  great  groups  of 
taxes ;  that  is,  taxes  on  business  and  taxes  on  investments. 

Real  estate  cannot  move.  Land  and  buildings  are  fixed,  and 
their  owners  must  face  prosperity  or  misfortune  as  it  comes  to 
their  locality,  without  the  chance  to  move  away  and  escape  it. 
Of  course  a  man  may  sell,  but  he  can  only  get  the  price  which 
the  purchaser  will  give,  and  that  maj^  often  be  at  a  heavy  loss  on 
the  price  which  was  last  paid. 

Business,  however,  is  not  so  fixed.  Business  can  move,  and 
business  is  always  watching  for  a  chance  to  improve  conditions 
and  reduce  cost.  We  are  a  restless  and  an  unsentimental  people, 
and  there  are  few  establishments  the  proprietors  of  which  are 
not  ready  at  any  time  to  consider  a  change  of  location  if  it  means 
an  increased  dividend. 
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Natural  advantages  we  cannot  alter  and  natural  advantages 
will  always  attract  business.  But  taxation,  unless  it  be  even, 
just,  and  equal,  is  an  artificial  hindrance  to  business,  and  business 
will  do  its  best  to  escape.  And  since  business  no  longer  confines 
itself  to  one  locality  but  extends  over  many  States, there  surely 
is  a  call  for  state  comity  in  taxation.  The  call  for  federal  inter- 
ference in  business  is  really  a  cry  for  relief  from  clashing  state 
attempts  at  unfair  and  unjust  taxation  of  business.  That  is  why 
the  effect  of  each  tax  measure  outside  of  the  State  should  be  as 
carefully  considered  as  its  effect  within  the  State. 

What  has  just  been  said  concerning  taxation  of  business  ap- 
plies with  even  greater  force  to  taxation  of  invested  capital. 
Though  business  is  largely  free  to  establish  itself  where  the  con- 
ditions are  most  favorable,  capital  for  investment  purposes  is  still 
freer.  A  slight  increase  of  taxation  on  investments  will  stop 
further  investment  and  frequently  drive  out  investments  already 
made.  The  States  must  come  together  on  this  subject,  and  the 
line  of  common  action  must  be  the  cessation  of  attempts  to  tax 
outside  capital  more  heavily  than  home  capital.  The  excuse 
always  offered  for  these  attempts  to  place  burdens  on  capital 
owned  by  citizens  of  other  States  is,  that  such  capital  competes 
with  our  own  citizens  without  bearing  the  local  burdens  borne 
by  our  citizens.  But  is  this  true  ?  Wherever  the  mill,  factory, 
foundry,  or  manufacturing  establishment  is  located,  it  is  subject 
to  the  local  taxes  on  its  plant.  It  sells  its  product  wherever 
it  can  and  seeks  business  in  every  corner  of  the  country.  To 
attempt  to  levy  discriminatory  taxes  is  unfair  and  unjust.  It 
amounts  to  saying  that  we  want  our  own  state  market  for  our 
own  citizens,  excluding  citizens  of  our  sister  States,  and  at  the 
same  time  that  we  want  the  market  of  the  other  States  for  our 
citizens.  When  forty-six  States  attempt  to  enact  tax  legislation 
on  these  lines,  the  burden  on  legitimate  business  becomes  very 
great.  It  is  time  to  recognize  that  we  cannot  demand  favors 
at  the  same  time  that  we  refuse  corresponding  favors.  Legis- 
lation to  be  sound  must  be  broad  and  general ;  it  must  concern 
itself  with  the  common  good  and  not  seek  individual  advantage. 
Every  State  desires  to  keep  capital  at  home  and  draw  capital  to 
it,  because  thereby  it  increases  its  manufactures ;  it  draws  popu- 
lation ;  it  sees  its  land  values  growing  and  the  comforts  of 


STATE   COMITY  AND  TAXATION  49 

civilization  brought  nearer  to  its  people ;  and  above  all,  it 
thereby  provides  certain  and  steady  employment  for  its  working 
population. 

Capital  should  be  free  to  shift  from  one  locality  to  another, 
where  it  can  be  employed  to  the  best  economic  advantage.  Such 
shifting  benefits  the  State  where  the  capital  is  invested  in  enter- 
prises which  dc\  clop  its  resources,  and  also  benefits  those  whose 
capital  is  so  invested,  thereby  encouraging  thrift  and  industry. 

New  York  has  taken  some  important  steps  this  year  in  the 
matter  of  state  comity  in  taxation.  In  the  report  of  your  Com- 
mittee on  Inheritance  Taxes  last  year  New  York  was  referred 
to  as  a  conspicuous  offender  in  the  matter  of  double  taxation. 
That  happily  is  no  longer  true.  We  have  made  a  radical  change 
in  our  inheritance  tax  law,  and  will  no  longer  tax  the  intangible 
property  of  residents  of  other  States  which  may  happen  to  be 
within  our  borders  or  over  which  we  may  have  technical  juris- 
diction. Under  our  new  law,  enacted  in  July,  estates  of  our  citi- 
zens will  be  taxable  on  real  estate  and  chattels  within  the  State, 
and  upon  the  value  of  intangible  property,  such  as  shares  of  stock, 
money,  and  securities,  wherever  located.  The  estates  of  non- 
residents will  be  taxable  only  on  real  estate  and  chattels  actually 
within  our  borders.  This  division  of  tangible  and  intangible 
property  follows  the  rule  of  the  ordinary  property  tax  that  the 
situs  of  intangible  property  is  at  the  residence  of  the  owner.  In 
this  respect  our  law  follows  the  "model  law"  prepared  by  your 
committee  and  indorsed  by  your  Conference  at  Milwaukee  last 
year.  The  rates  in  our  law,  however,  are  lower  than  those  pro- 
posed by  your  committee,  and  much  less  than  those  in  the  law 
enacted  in  1910,  which  was  found  to  be  driving  residents  and 
capital  from  the  State. 

Double  taxation  under  our  inheritance  tax  law  had  grown 
up  by  degrees,  through  changes  in  the  statutes  and  decisions  of 
the  courts.  Like  all  evils  of  gradual  growth,  some  special  event 
was  needed  to  arouse  public  opinion  on  the  subject.  The  sharp 
increase  in  the  rates  last  year  served  to  direct  public  attention  to 
the  great  injustice  done  to  non-residents  who  invested  in  the 
stocks  of  our  corporations,  or  deposited  money  or  securities  with 
our  financial  institutions,  ignorant  of  the  fact  that  such  property 
would  be  subject  to  an  inheritance  tax  in  our  State,  in  addition 
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to  whatever  tax  might  be  imposed  by  the  State  or  country  of 
their  residence. 

Under  our  present  law,  shares  in  New  York  corporations 
owned  by  non-residents  are  exempt  from  our  inheritance  tax,  and 
this  obstacle  to  free  investment  in  our  business  enterprises  has 
been  removed.  Securities  and  money  of  non-residents  deposited 
in  our  State  are  also  exempt. 

In  a  message  to  the  Legislature  recommending  the  passage  of 
this  law,  I  said : 

"The  evils  of  double  taxation  of  inheritances  have  become 
more  marked  year  by  year  as  one  State  after  another  has  en- 
acted inheritance  tax  legislation,  until  now  even  triple  taxation 
is  not  unknown.  With  the  diversity  of  investment  natural 
to  such  a  nation  as  ours,  where  state  lines  are  disregarded  in 
business  affairs,  this  double  taxation  must  be  abandoned,  or 
it  will  inevitably  lead  to  a  demand  that  a  federal  inheritance 
tax  be  substituted  for  state  taxation,  and  a  most  important 
source  of  state  revenue  will  be  irretrievably  lost. 

"New  York  was  the  pioneer  in  laws  for  the  taxation  of  inher- 
itances, and  other  States  have  largely  based  their  laws  upon 
ours.  New  York  should  lead  again  and  do  away  with  this  in- 
justice of  double  taxation,  which  has  now  grown  to  such  great 
proportions,  and  we  may  confidently  expect  that  other  States 
who  now  offend  in  this  respect  will  again  follow  our  example, 
but  this  time  in  the  right  direction. 

"The  enactment  of  a  law  with  reasonable  graded  rates, 
liberal  exemptions  to  small  bequests,  just  to  our  own  citizens 
and  fair  in  its  relations  to  those  of  other  States,  will  restore 
confidence  in  the  business  and  financial  world,  retain  our  citi- 
zens, whom  by  our  present  law  we  are  threatening  to  drive  into 
exile,  provide  a  fair  and  increased  revenue  for  the  State,  and 
emphasize  the  preeminence  of  New  York  in  just  and  reasonable 
tax  legislation." 

I  am  glad  that  our  Legislature  has  corrected  the  injustice  of 
double  taxation,  even  though  this  will  involve  the  loss  of  some 
revenue  which  we  have  been  collecting  from  non-resident  in- 
vestors. And  New  York,  now  having  done  her  share,  looks  with 
confidence  to  her  sister  States,  who  may  still  be  offending,  to  do 
theirs,  and  I  trust  the  delegates  here  assembled  will  do  their  part 
to  bring  about  complete  state  comity  on  this  important  subject. 

Another  phase  of  state  comity  is  involved,  I  believe,  in  the 
ratification  by  our  Legislature  of  the  income  tax  amendment  to 
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the  federal  Constitution.  One  of  the  chief  arguments  advanced 
against  such  ratification  in  our  State  was  that  New  York,  having 
a  large  proportion  of  the  wealth  of  the  country,  would  pay  a 
large  share  of  any  federal  income  tax  that  might  be  levied. 
That  argument  is  essentially  selfish,  and  I  am  glad  that  it  did 
not  prevail.  If  our  State  has  the  wealth  and  the  ability  to  pay, 
surely  it  should  pay  its  proper  share  of  a  tax  which  is  intended 
to  fall  on  wealth  and  ability.  Another  argument  advanced  was, 
that  if  New  York  surrendered  its  immunitj^  from  a  federal  in- 
come tax  without  limitation  upon  the  power  of  Congress,  the 
more  numerous  and  poorer  States  might  combine  to  enact  a 
discriminating  tax  against  our  State.  I  am  glad  also  that  this 
argument  did  not  prevail.  We  are  a  united  people,  of  one  na- 
tion, and  I  believe  the  people  of  the  nation  can  be  trusted 
to  administer  their  federal  affairs  justly  and  fairly  as  between 
the  several  States.  If  they  cannot  be  so  trusted,  then  indeed 
our  institutions  are  founded  on  shifting  sands,  and  no  constitu- 
tional limitations  would  long  prevent  attacks  on  wealth  and 
property. 

Two  years  ago  the  Legislature  of  New  York,  in  common  with 
those  of  several  other  States  then  in  session,  adopted  a  resolu- 
tion requesting  Congress  not  to  pass  a  federal  inheritance  tax 
law,  but  to  leave  this  important  source  of  revenue  to  the  several 
States.  This  action  was  recommended  by  one  of  your  con- 
ferences. We  have  been  collecting  about  nine  million  dollars  a 
year  from  our  inheritance  tax  law,  and  I  believe  the  reasonable 
graded  rates  of  our  new  law  will  result  in  a  considerable  increase 
of  revenue,  collected  easily,  cheaply,  and  fairly.  We  have  no 
state  income  tax,  and  no  present  intention  of  adopting  one.  To 
have  refused  to  give  the  federal  government  the  power  to  em- 
ploj^  that  important  source  of  revenue,  after  requesting  it  to 
leave  us  the  large  revenue  from  inheritance  taxes,  would  have 
been  a  dog-in-the-manger  policy  sadl}^  lacking,  to  my  mind,  in 
state  comity. 

Coupled  with  our  new  Inheritance  Tax  Law  is  a  new  law  for 
the  taxation  of  securities  held  by  our  citizens.  We  are  not 
prepared  to  exempt  this  class  of  wealth,  but  we  know  how  elu- 
sive it  is,  so  we  have  placed  a  small  registration  tax  of  one  half 
per  cent  upon  it,  and  in  consequence  we  expect  to  see  a  large 
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revenue  in  our  state  treasury  from  sources  which,  for  good  or 
bad  reasons,  have  heretofore  generally  escaped  taxation. 

This  law  extends  the  principle  of  our  mortgage  recording  tax 
to  all  investment  securities,  including  bonds  issued  by  corpora- 
tions of  other  States.  So  that  now  we  make  no  discrimination 
in  our  tax  law,  but  leave  our  citizens  as  free  to  invest  their 
money  openly  in  outside  securities  as  in  New  York  mortgages 
or  bonds  of  New  York  corporations.  We  commend  this  tax,  in 
the  interest  of  state  comity,  to  the  other  States,  which  are  still 
struggling  with  the  old  question  of  how  to  get  some  taxes  out  of 
personal  property. 

Such  conferences  as  these,  where  the  effects  of  taxes  are  con- 
sidered as  they  apply  in  all  the  States  alike,  are  encouraging  signs 
and  are  full  of  hope  for  business  men.  If  you,  by  your  delib- 
erations, can  work  out  the  fundamental  principles  to  be  applied 
to  business  taxation  in  all  the  States  alike,  you  are  doing  good 
work.  If  you  can  point  out  the  mistakes  which  attend  any 
particular  line  of  taxation,  you  are  serving  the  people  well.  If 
you  can  indicate  how  far  each  State  can  safely  go,  and  where  the 
danger  line  is,  you  will  surely  get  a  hearing  from  the  Legislatures. 
For  the  States  are  now  awake  to  the  need  of  common  action. 
We  have  our  State  Commissioners  on  Uniformity  of  Laws.  We 
have  each  year  gatherings  of  Insurance  Commissioners  of  the 
States,  meetings  of  Attorneys-General  of  the  States,  confer- 
ences of  State  Auditors,  and  so  on  through  the  whole  list  of  ad- 
ministrative officials.  In  the  matters  of  taxation,  that  is,  the 
demand  of  the  State  for  contribution  from  its  citizens  for  the 
expenses  of  government,  there  is,  if  anything,  a  still  greater 
need  of  conference  and  comity. 
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Many  important  changes  in  constitutional  provisions  and  in 
the  statutes  relating  to  taxation  and  assessment  have  been  made 
since  our  Conference  a  year  ago.  It  is  gratifying  to  report  that 
these  changes  in  general  carry  out  policies  that  have  been 
recommended  by  these  conferences  in  formal  resolutions  and 
advocated  in  the  addresses  and  discussions. 

The  leading  tax  provision  of  the  new  Arizona  constitution 
follows  the  resolution  of  our  first  Conference  in  1907,  inasmuch 
as  it  imposes  no  restraint  upon  the  classification  of  property. 
The  California  constitutional  amendment  taxes  public  service 
corporation  property  as  a  whole,  conforming  to  the  resolution 
of  our  second  conference  favoring  assessment  of  such  corpora- 
tions by  the  smallest  possible  number  of  assessing  boards ;  and 
it  also  provides  a  plan  of  separation  of  state  and  local  revenue. 
The  New  York  inheritance  tax  amendments  follow  the  pro- 
visions of  the  model  inheritance  tax  law  indorsed  at  our  last 
Conference,  and  conform  to  the  resolutions  adopted  at  the  first 
Conference  in  regard  to  interstate  comity  and  the  avoidance  of 
double  taxation.  The  taxation  of  monej's  and  credits  in  Iowa 
and  Alinnesota  has  been  changed,  and  a  low,  fixed  annual  rate 
adopted,  thus  following  various  recommendations  and  reports 
of  our  different  conferences  regarding  the  failure  of  the  general 
property  tax  system,  and  the  desirability  of  classifying  property. 
The  New  York  secured  debt  law  goes  a  step  further  and  sub- 
stitutes a  specific  tax  upon  bonds  and  securities  in  place  of  the 
general  property  assessment. 

Constitutional  Provisions 

Constitutional  conventions  were  held  last  year  in  Arizona 
and  New  Mexico  for  the  purpose  of  framing  constitutions  to 
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govern  these  States  when  admitted.  A  memorial  on  the  sub- 
ject of  constitutional  restraints  on  the  taxing  power  was  pre- 
pared, on  behalf  of  this  Association,  and  submitted  to  the 
officers  and  delegates  of  the  conventions.^  This  memorial 
recited  the  resolution  adopted  at  our  Conference  in  1907  to  the 
effect  that  state  constitutions  should  not  contain  restraints 
upon  the  reasonable  classification  of  property,  and  submitted 
the  following  text  as  the  sole  provision  necessary  to  be  embodied 
in  a  constitution,  on  the  matter  of  taxation : 

"The  power  of  taxation  shall  never  be  surrendered,  sus- 
pended, or  contracted  away.  All  taxes  shall  be  uniform  upon 
the  same  class  of  property  within  the  territorial  limits  of  the 
authority  levying  the  tax,  and  shall  be  levied  and  collected  for 
public  purposes  only." 

That  provision  was  adopted,  without  change,  as  section  1  of 
article  9  of  the  Arizona  constitution.  While  that  article  con- 
tains other  provisions  relating  to  taxation,  we  do  not  believe 
that  any  of  these  conflict  with  the  purpose  of  the  provision  above 
recited. 

The  California  constitutional  amendment  is  lengthy,  and  as 
its  purpose  and  effect  will  be  discussed  by  Professor  Plehn,  only 
brief  reference  is  necessary  here.^  In  substance  it  provides  for 
state  taxation  of  gross  earnings  of  public  service  corporations 
and  the  exemption  of  their  operating  property  and  franchises 
from  local  assessment  and  taxation.  Banks  have  also  been  put 
under  this  system.  The  state  tax  is  based  upon  gross  earnings 
and  the  rates  are  fixed  in  the  amendment,  but  may  be  changed 
by  a  two-thirds  vote  of  the  Legislature.  The  rates  vary  on 
different  classes  of  corporations.  They  were  determined  by 
taking  each  class  of  corporations,  as,  for  example,  street  rail- 
ways or  electric  light  companies,  and  ascertaining  the  total 
burden  of  state  and  local  taxation  upon  all  companies  in  that 
class  under  the  general  property  tax.  The  total  gross  earnings 
of  all  companies  in  a  class  were  then  ascertained,  and  a  gross 
earnings  tax  rate  fixed  which  would  produce  the  same  total 
revenue  from  the  same  class  of  companies  as  the  general  prop- 

1  The  memorial  is  printed  in  full  in  the  appendix  to  this  volume. 
''See  address,  "Tax  Reform  in  California,"  by  Professor  Carl  C. 
Plehn,  page  115,  -post. 
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erty  tax.  California  has  had  heretofore  a  comparatively 
heavy  "direct  state  tax,"  and  the  state  revenue  from  the  gross 
earnings  tax  is  expected  to  reduce  the  state  direct  tax  suffi- 
ciently to  offset  the  loss  of  such  corporation  property  from  the 
local  tax  rolls. 

Oregon,  also,  voted  upon  constitutional  amendments  in  No- 
vember, 1910,  and  the  situation  there  is  a  curious  one.  Two 
amendments  were  submitted  by  the  Legislature  designed  to 
repeal  the  requirement  of  uniform  taxation  of  all  property,  and 
to  permit  the  Legislature  to  classify  property  for  taxation  at 
different  rates  or  to  exempt  as  it  saw  fit.  A  third  amendment 
was  submitted  by  initiative  petition.  This  amendment  pro- 
vided, first,  that  no  poll  tax  should  be  imposed ;  second,  that 
no  law  enacted  by  the  Legislature  in  regard  to  taxation  should 
become  effective  until  ratified  by  the  people  at  the  next  general 
election;  third,  that  no  restriction  of  the  constitution  should 
apply  to  any  measure  relating  to  taxation  or  exemption,  ap- 
proved by  the  people,  whether  passed  by  the  Legislature  or 
submitted  by  initiative  petition;  fourth,  it  empowered  the 
people  of  the  several  counties  "to  regulate  taxation  and  exemp- 
tions within  their  several  counties,  subject  to  any  general  law 
which  may  be  hereafter  enacted." 

It  is  not  certain  whether  the  phrase  "subject  to  general  law  " 
refers  to  the  method  of  exercising  local  option,  or  whether  all 
tax  laws  so  locally  adopted  are  subject  to  be  overridden  by 
general  tax  laws. 

The  two  amendments  proposed  by  the  Legislature  were  de- 
feated, and  the  one  proposed  by  initiative  petition  was  adopted 
by  a  narrow  margin.  It  is  claimed  by  its  opponents  that  this 
was  due  solely  to  the  provision  that  no  poll  tax  should  hereafter 
be  levied.  It  is  admitted  by  one  of  the  chief  advocates  of  the 
initiative  amendment  that  its  supporters  helped  defeat  the 
other  amendments. 

The  underlying  purpose  of  the  initiative  amendment  was  to 
procure  county  local  option  in  taxation.  No  enabling  ma- 
chinery was  provided  in  the  amendment,  nor  could  the  Legis- 
lature, even  if  it  had  so  desired,  have  adopted  any  that  would 
have  been  effective  before  1912,  since  its  hands  were  tied  by  the 
provision  in  the  amendment  that  no  tax  legislation  could  be- 
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come  effective  until  ratified  by  the  people  at  the  next  general 
election.  And  opinions  on  both  sides  differ  on  the  question 
whether  existing  laws  provide  for  a  county  local  option  election 
without  an  enabling  act.  It  seems  likely  that  they  do  not,  and 
that  no  valid  election  can  be  held  until  an  enabling  act  is  passed. 
The  net  result  of  the  adoption  of  this  amendment  has  been 
therefore  simply  to  prevent  the  imposition  of  a  poll  tax,  and 
also  to  prevent  any  progress  in  tax  matters  whatever  for  two 
years. 

At  the  legislative  session  recently  closed  the  Legislature  re- 
submitted to  the  people  two  amendments  practically  identical 
with  those  defeated  last  year,  and  designed  to  give  the  Legisla- 
ture a  free  hand  in  dealing  with  tax  matters.  It  has  also  sub- 
mitted an  amendment  repealing  the  one  adopted  last  year,  with 
the  exception  of  the  provision  relating  to  the  poll  tax.^ 

Changes  in  Tax  Laws 

For  convenience  the  changes  of  general  interest  made  in  the 
statutes  may  be  divided  into  three  groups :  those  affecting  per- 
sonal property ;  those  affecting  inheritances ;  and  those  af- 
fecting administration. 

1.  Personal  Property  Tax 

Iowa  has  placed  moneys  and  credits  in  a  special  class  to  be 
taxed  at  a  rate  uniform  through  the  State  of  five  mills,  after 
making  an  offset  for  debts.  The  tax  is  assessed  and  collected 
where  the  owner  resides,  and  divided  upon  the  same  pro  rata 
basis  among  various  funds  as  other  taxes  collected  in  such  dis- 
trict.    This  law  does  not  apply  to  banking  capital  or  sharcs.- 

The  tax  ferret  law  of  1900  and  all  acts  giving  local  officials 
the  power  to  employ  ferrets  were  repealed. 

Michigan  enacted  a  mortgage  recording  tax  of  50  cents  on  the 
$100,  similar  to  the  New  York  law,  also  exempting  mortgages 
from  local  assessment. 

^  See  address  on  "Taxation  Developments  in  Orcpron."  in  this 
volume. 

2  See  address  on  "Recent  Tax  Reforms  in  Iowa,"  in  this  volume. 
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Minnesota  has  enacted  an  annual  tax  of  three  mills  on  the  fair 
cash  value  of  "money  and  credits"  in  lieu  of  all  other  taxes. 
"Money"  includes  all  forms  of  currency  in  common  use,  and 
bank  deposits.  "Credits"  includes  "every  claim  or  demand 
for  money  or  other  valuable  thing,  every  annuity  or  sum  re- 
ceivable at  stated  periods,  due  or  to  become  due,  and  all  claims 
and  demands  secured  by  unrecorded  deed  or  mortgage  due  or  to 
become  due."  The  former  offset  for  debts  has  been  repealed, 
and  no  deduction  is  allowed. 

These  forms  of  personal  property  are  listed,  assessed,  and 
equalized  separately  from  other  classes  of  property,  sworn 
confidential  lists  being  made  out  by  the  persons  assessed.  In 
case  of  failure  to  make  such  list,  the  assessor  is  given  power  to 
fill  out  the  same  to  the  best  of  his  knowledge,  and  a  penalty 
of  50  per  cent  is  added  thereto. 

The  tax  is  collected  in  the  same  manner  as  other  personal 
property  taxes,  and  is  distributed,  one  sixth  to  the  revenue  fund 
of  the  State  of  Minnesota,  one  sixth  to  the  county  revenue 
fund,  one  third  to  the  city,  village,  or  town,  and  one  third  to 
the  school  district  in  which  the  proj^erty  is  assessed. 

The  new  law  does  not  include  money  and  credits  of  banks, 
bonds  and  notes  secured  by  mortgage  in  Minnesota,*  and  state 
and  municipal  bonds  of  that  State. 

Bonds  of  the  State  of  Minnesota  or  its  governmental  sub- 
divisions, hereafter  issued,  have  been  exempted  from  all  taxa- 
tion except  the  inheritance  tax. 

New  Hampshire  exempted  money  loaned  at  not  exceeding 
5  per  cent  and  secured  by  note  or  mortgage  on  real  estate  in  the 
State. 

New  York  has  enacted  a  flat  tax  payable  once  only  and  to  the 
State,  at  the  rate  of  3^  per  cent,  on  the  face  value  of  "secured 
debts."  The  term  includes  all  mortgages  not  recorded  in  New 
York  and  bonds  or  notes  or  debentures  secured  thereby,  also 
unsecured  serial  bonds,  and  state  and  local  bonds  of  other 
States.  The  tax  is  an  extension  of  the  mortgage  recording  tax 
plan  and  supplementary  thereto.     Payment  gives  exemption 

*  Minnesota  has  had  since  1907  a  mortgage  recording  tax  of  5  per 
cent  similar  to  that  in  New  York  and  giving  exemption  from  personal 
property  tax. 
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from  local  taxation.  If  this  state  tax  is  not  paid,  the  secured 
debts  continue  to  be  assessable  locally,  but  without  deduction 
for  debt. 

Wisconsin  has  enacted  a  state  income  tax,  carrying  with  it 
exemption  of  such  personal  property  as  moneys  and  credits, 
stocks,  household  furniture,  and  farm  machinery.^  Another 
statute  exempted  bonds  of  local  subdivisions  from  the  property 
tax. 

Ohio  seems  to  have  adopted  a  reactionary  attitude  in  personal 
property  taxation.  In  that  State  the  law  allows  debts  to  be 
offset  against  credits  only.  The  Legislature  passed  a  bill  to 
define  bank  deposits  as  credits  (following  in  this  the  rule  adopted 
in  the  State  of  Washington),  but  this  bill  was  vetoed  by  the 
Governor.  The  Legislature  also  passed  a  bill  amending  the  law 
relating  to  the  powers  of  the  state  tax  commission  so  that  it 
could  not  be  interpreted  to  permit  the  commission  to  demand 
from  banks  and  financial  institutions  the  names  of  their  deposi- 
tors and  amount  of  their  respective  deposits.  This  also  was 
vetoed  by  the  Governor. 

Despite  the  notorious  failure  of  the  general  property  tax  in 
Ohio,  as  evidenced  by  the  reports  of  its  own  investigating  com- 
mission and  confirmed  by  investigators  of  other  States,  who  held 
Ohio  conditions  up  as  a  horrible  example  to  their  own  States, 
Ohio  seems  determined  to  continue  the  vain  attempt  to  reach 
personal  property  under  the  general  property  tax  by  drastic 
and  inquisitorial  methods. 

Oklahoma  also  is  experimenting  with  inquisitorial  methods, 
having  adopted  a  tax  ferret  law  despite  the  sad  experiences  of 
other  States. 

In  Missouri  the  Supreme  Court  has  decided  that  bankers 
may  be  called  before  the  county  board  of  equalization  and  forced 
to  tell  the  deposit  of  any  person. 

2.  Inheritance  Tax 

By  far  the  most  important  change  made  in  inheritance  tax 
laws  was  in  New  York.^    The  new  law  abohshes  double  taxa- 

'  See  address  on  "Wisconsin  Income  Tax  Law,"  page  103of  this  volume. 
^  See  report  of  Committee  on  Inheritance  Tax  Laws,  page  301  of  this 
volume,  for  details  of  this  and  other  changes. 
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tion  on  certain  intangible  property  of  non-resident  decedents, 
such  as  money  or  securities  kept  in  the  State,  or  shares  in  New 
York  corporations,  by  exempting  such  property.  This  follows 
the  model  inheritance  tax  law  indorsed  by  this  Association. 
New  York  has  also  modified  the  high  rates  imposed  last  year, 
although  retaining  the  principle  of  progressive  graded  rates. 
In  addition,  bequests  to  religious,  educational,  and  charitable 
purposes,  outside  the  State,  are  given  the  exemption  heretofore 
confined  to  such  purposes  within  the  State. 

California,  on  the  other  hand,  has  increased  its  inheritance 
tax  rates  until  they  now  reach  a  maximum  of  25  per  cent  on 
bequests  in  excess  of  five  hundred  thousand  dollars  to  distant 
relations  and  strangers;  the  greatest  rate  previously  having 
been  15  per  cent.     The  exemptions  to  lineals  were  increased. 

Maine  has  exempted,  when  owned  by  non-residents,  shares 
and  bonds  of  corporations  organized  under  its  laws,  that  have 
less  than  $1000  of  tangible  property  in  the  State. 

Iowa  and  Minnesota  have  readjusted  their  rates. 

3.  Administration 

State  Tax  Commissions  have  been  created  in  three  States, 
Colorado,  New  Hampshire,  and  North  Dakota.  In  general  the 
laws  follow  the  Minnesota  and  Kansas  acts  and  give  broader 
powers  than  is  possessed  by  most  of  the  older  state  tax  com- 
missions. 

In  New  Hampshire  the  commission  of  three  members  replaces 
the  former  board  of  equalization,  and  also  assesses  the  property 
of  railroad,  telegraph,  telephone,  express,  and  car  companies, 
which  when  assessed  is  taxed  at  the  "average  rate"  levied  upon 
other  property.  This  follows  the  former  method,  but  the 
statute  provides  a  new  though  not  conclusive  rule  of  valuation. 
It  provides  that  the  commission  shall  consider  as  evidence  the 
fair  average  market  value,  for  the  year  preceding,  of  stocks  and 
bonds  and  of  floating  debt  representing  permanent  improve- 
ment ;  if  such  market  value  cannot  be  ascertained,  then  the  net 
earnings  (gross  earnings  less  operating  expenses)  capitalized  at 
such  per  cent  as  appears  to  be  equitable  shall  be  considered  as 
evidence. 
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New  York  has  radically  changed  its  methods  of  assessing  real 
estate  outside  of  the  cities,  and  the  separate  assessment  plan 
used  in  New  York  City  has  been  extended  to  all  cities  in  the 
State.  A  mathematical  rule  for  equalization  by  county  super- 
visors between  local  tax  districts  has  been  placed  in  the  statute. 
The  state  comptroller  is  directed  to  compile  annually  statistics 
relating  to  local  taxes  and  expenses  and  the  provisions  for  sink- 
ing funds.  The  assessment  of  special  franchises  has  been  im- 
proved by  conferring  additional  powers  upon  the  State  Board 
of  Tax  Commissioners. 1 

Oklahoma  has  abolished  township  assessors  and  township 
boards  of  equalization.  County  assessors  are  to  be  appointed 
by  the  Governor  for  next  year  and  their  successors  are  to  be 
elected  in  November,  1912,  and  biennially  thereafter,  for  two- 
year  terms.  The  compensation  of  the  county  assessor  is  graded. 
Upon  the  first  two  million  dollars  assessed  valuation,  he  re- 
ceives 5  cents  per  $100 ;  on  the  next  three  million,  2|  cents  per 
SlOO ;  on  the  next  thirty  million,  1|  cents  per  SlOO ;  and  on  all 
in  excess  of  $35,000,000,  f  cent  per  $100.  From  this  he  must 
pay  whatever  deputies  he  appoints.  The  county  commissioners 
are  made  a  board  of  equalization  of  which  the  assessor  is  secre- 
tary, and  have  summary  power  to  correct  the  assessment  roll, 
subject  to  appeal. 

North  Carolina  has  increased  the  powers  of  the  Corporation 
Commission  (which  performs  also  the  duties  of  a  tax  commis- 
sion). The  commission  is  to  appoint  a  county  assessor  in  each 
county  for  a  two-year  term,  who  shall  devote  not  exceeding 
three  months  to  his  work  and  receive  four  dollars  a  day  for  time 
actually  employed.  He  is  to  have  general  supervision  over  the 
township  or  city  assessors,  who  are  appointed  by  the  county 
commissioners  annually. 

Michigan  has  restored  to  the  State  Board  of  Tax  Commis- 
sioners the  power  (of  which  they  were  deprived  in  1905)  to  re- 
view assessments  in  any  district  on  their  own  initiative,  and  to 
order  a  reassessment. 

Ohio  enacted  a  new  tax  limit  law  (replacing  the  law  of  1910 
that  had  not  yet  been  applied).  This  law  provides  that  the 
total  tax  rate  for  all  local  purposes  levied  in  any  district  shall 

*  Sec  address  on  "Tax  Legislation  in  New  York,"  in  this  volume. 
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not  exceed  ten  mills  ($1  on  the  SlOO).  Maximum  rates  are 
specified  for  county,  city,  township,  and  school  purposes,  ag- 
gregating fifteen  mills.  A  budget  commission  is  established 
for  each  county,  consisting  of  the  county  auditor,  the  mayor  of 
the  largest  city  in  the  county,  and  the  prosecuting  attorney,  who 
pass  upon  all  local  appropriations ;  and  if  these  would  require 
a  higher  total  rate  than  ten  mills,  the  commission  is  to  adjust 
and  reduce  them  as  it  sees  fit  to  within  the  limit.  Specific 
increases  over  the  local  or  the  total  maximum  rate  may  be 
authorized  by  popular  vote,  but  the  aggregate  tax  rate  must 
not  exceed  fifteen  mills.  These  limits  do  not  seem  to  include 
the  state  "direct"  tax,  which,  however,  is  very  small. 

The  law  provides  also  that  the  total  amount  raised  in  any 
tax  district  in  1911  shall  not  exceed  the  levy  of  1910  by  more 
than  6  per  cent,  that  in  1912  by  more  than  9  per  cent,  and  in 
subsequent  years  by  more  than  12  per  cent. 

The  purpose  of  this  legislation  is  to  keep  the  great  increase  in 
valuations  (effective  this  year)  from  leading  to  an  increase  in 
expenditures.  The  exact  effect  of  some  provisions  of  the  law 
is  in  dispute,  and  this  summary  is  only  a  general  description  of 
its  intent.^ 

The  tax  commission  law  of  1910  was  revised,  strengthening 
the  powers  of  the  commission,  especially  in  the  enforcement  of 
the  "excise  taxes "  on  corporations.  The  rate  was  also  changed. 
Since  1902  there  has  been  a  1  per  cent  tax  on  gross  earnings  of 
public  utility  corporations,  without  regard  to  source  of  earnings. 
In  1909  one  corporation  refused  to  pay  on  interstate  earnings, 
and  the  question  being  raised,  the  Legislatm-e  amended  the  law 

'See  address  in  proceedings  of  Fourth  Conference  on  "Taxation 
Experience  in  Ohio,"  by  Allen  R.  Foote,  for  history  of  Ohio  revaluation 
legislation. 

The  State  Tax  Commission  announced  the  result  of  the  new  quad- 
rennial assessment  of  real  estate  begun  last  year,  as  follows : 
1911  rolls,  real  estate,  $4,246,428,569 

1910   "         "         "  1,661,669,958 

Increase  156  per  cent.         $2,584,758,611 
Under  the  Ohio  law  railroads  and  similar  corporations  are  assessed 
as    personal    property.       The    tentative    figures    for    railroads    are 
$550,000,000;  traction  lines,  $68,000,000 ;  banks,  $175,000,000.     Other 
personalty  about  $1,500,000,000. 
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to  exclude  interstate  earnings,  making  the  tax  ly\  per  cent  on 
most  corporations  and  4  per  cent  on  railroads. 

Miscellaneous 

Special  Tax  Commissions  have  been  authorized  in  several  States. 
In  Michigan  a  commission  of  three  members,  investigating  par- 
ticularly corporation  taxes,  was  appointed  and  is  nearly  ready 
to  report.  In  Utah  a  commission  of  three  was  authorized  to 
revise  the  revenue  laws  of  the  State.  In  Iowa  a  commission  of 
five  was  authorized  and  has  been  appointed  to  investigate  taxa- 
tion generally,  and  report  to  the  Governor  in  October,  1912.^ 

In  Florida  a  commission  of  three  members  was  authorized 
(appointed  October,  1911)  to  report  to  the  Legislature  in  1913. 
The  concurrent  legislative  resolution  cites  from  the  report  of 
the  committee  of  this  Association  (1910)  on  the  failure  of  the 
general  property  tax.     (See  appendix.) 

Idaho  has  given  an  exemption  of  S200  to  all  buildings. 

Pennsylvania  has  exempted  machinery  in  Pittsburg  and 
Scranton,  and  has  made  traction  engines  taxable  as  personal 
property,  probably  at  the  residence  of  their  owners.  The  clas- 
sification of  real  estate  within  city  limits  into  city,  suburban,  and 
agricultural,  to  be  taxed  at  varying  rates,  was  abolished  in 
second  class  cities  (Pittsburg  and  Scranton),  but  continues  in 
Philadelphia.  The  system  had  produced  most  glaring  in- 
equalities, as  was  shown  by  detailed  investigation  in  Pittsburg, 

Ontario  also  abolished  a  somewhat  similar  "farni  land  exemp- 
tion" in  cities. 

1  The  Legislature  of  Connecticut,  since  this  address  was  read,  directed 
the  Governor  to  appoint  a  commission  of  three  to  examine  into  the 
methods  of  taxation  of  railways  and  street  railways,  and  of  other  cor- 
porations paying  taxes  to  the  State,  to  report  in  1912. 

The  Illinois  commission  of  1909  submitted  a  report  in  January,  but 
no  action  was  taken  on  the  recommendations. 

The  Pennsylvania  commission  of  1909  submitted  a  report  this  year 
and  was  continued.  The  Rhode  Island  commission  of  1909  submitted 
a  second  report  and  continues. 

The  Maryland  and  Virginia  commissions  of  1910  continue  and  report 
in  1912. 

Delaware  authorized  a  commission  to  report  in  1913  ;  this  is  a  con- 
tinuation of  the  1907  commission. 
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In  Massachusetts  a  constitutional  amendment  permitting 
classification  of  forest  land  for  taxation  passed  the  Legislature, 
but  must  pass  again  next  year  before  going  to  the  people  for 
approval. 

While  not  perhaps  strictly  tax  legislation,  two  other  matters 
affecting  public  revenues  may  be  of  interest. 

Massachusetts  and  New  York  will  submit  to  the  people  this 
fall  constitutional  amendments  designed  to  permit  "excess 
condemnation";  that  is,  to  empower  a  city,  subject  to  general 
law,  to  condemn  more  land  than  is  actually  needed  for  a  public 
improvement  such  as  a  new  street  or  park.  Massachusetts 
limits  the  area  to  a  depth  sufficient  for  building  lots.  The 
purpose  is  to  give  the  city  control  over  the  development  of  such 
abutting  property  by  perhaps  reshaping  the  lot  lines,  and  also 
to  get  back  some  of  the  cost  of  such  an  improvement  by 
leasing  or  selling  this  property  at  an  increased  value  due  to 
the  improvement. 

The  provincial  legislature  of  Ontario,  not  being  hampered  by 
constitutional  limitations,  enacted  a  statute  giving  cities  broad 
powers  of  "excess  condemnation." 

The  new  conservation  law  of  New  York  provides  (among 
other  things)  for  the  building  of  reservoirs  and  development  of 
water  power  to  be  leased  by  the  State,  and  provides  also  that 
the  cost  of  such  improvement  may  be  assessed  upon  either  in- 
dividual property  or  upon  an  entire  district  deemed  to  profit 
thereby. 

This  general  summary  of  tax  legislation  does  not  include  all  tax 
law  changes,  and  some  omitted  may  be  more  important  to  the 
locality  or  interest  affected  than  others  which  have  been  in- 
cluded because  they  illustrate  general  tendencies  rather  than 
because  they  are  in  themselves  important. 

These  tendencies  may  be  summed  up  briefly.  First,  greater 
freedom  for  Legislatures  from  constitutional  restraints  on  the 
taxing  power ;  second,  a  recognition  of  the  failure  of  the  general 
property  tax,  and  the  substitution  of  classification  for  the  so- 
called  "uniform  rule";  third,  changes  from  ad  valorem  to  spe- 
cific taxes ;  fourth,  to  improve  assessment  by  establishing  state 
tax  commissions  with  supervisory  powers,  and  also  by  improv- 
ing local  assessment  conditions. 
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TAXATION   CONDITIONS   IN  VIRGINIA 

By  Douglas  S.  Freeman,  Ph.D. 
Secretary  of  the  Virginia  Tax  Comniission 

It  seems  not  inappropriate  to  begin  this  morning's  discussion 
of  taxation  conditions  in  the  various  States  with  a  paper  on 
conditions  in  Virginia.  Our  tax  laws  are  the  oldest  in  America 
and  contain,  perhaps,  as  many  sections  inherited  from  colonial 
days  as  do  those  of  any  State.  Virginia  presents,  likewise,  the 
anomaly  —  so  typically  American  —  of  new  wine  in  old  bottles, 
of  new  and  scientific  tax  laws  engrafted  on  the  same  trunk  with 
others  decayed  and  barren.  Moreover,  we  are  in  the  midst  of 
an  agitation  for  tax  reform  ;  and  it  may  be  interesting  to  record 
where  we  are  at  present  in  order  that,  at  some  future  Conference, 
we  may  have  the  privilege  of  explaining  how  far  we  have  gone. 
For  these  reasons,  therefore,  and  with  a  natural  disposition  not 
to  display  one's  card  until  the  "show  down,"  I  shall  do  no  more 
this  morning  than  to  describe  conditions  as  they  are,  both  for 
good  and  for  evil. 

The  taxation  of  all  property,  real  and  personal,  tangible  and 
intangible,  at  the  same  rate,  and  the  local  administration  of  our 
laws,  are  the  cardinal  principles  and  the  crowning  defects  of  the 
present  system.  The  State  levies  a  flat  tax  on  all  real  and  per- 
sonal property,  with  a  few  exceptions ;  the  locality  has  the  same 
right  with  very  few  limitations.  In  addition  to  the  triple  levy 
of  the  locality  for  government,  roads,  and  schools,  the  school 
district  has  authority  to  tax  all  property,  real  and  personal,  for 
improving  its  roads  and  schools.  Thus  there  are  many  rural 
districts  in  Virginia  where  the  taxpayer  has  a  bill  carrying  six 
levies,  or  eight,  if  one  include  the  three  levies  of  the  state  tax  for 
government,  schools,  and  Confederate  pensions.  The  inevit- 
able result  is  that,  while  the  state  tax  remains  35  cents  on  the 
valuation,  the  local  rate  varies  from  50  cents  to  $2. 
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The  assessment  is  in  the  hands  of  the  local  authorities  with 
practically  no  equalization  system.  Land  assessors,  appointed 
for  the  quinquennial  land  assessment,  and  commissioners  of  the 
revenue,  elected  by  the  people  for  a  four  years'  term,  make  the 
assessment  of  lands  and  personal  property  respectively.  When 
the  land  assessors  have  completed  their  work,  they  are  dis- 
charged and  their  bond  is  released ;  all  improvements  on  real 
estate  in  the  way  of  buildings  (in  excess  of  $500)  are  then 
assessed  by  the  commissioners.  The  law  requires  that  the 
land  assessors  meet  in  conference  before  they  begin  their  work, 
and  the  commissioners'  books  are  supposed  to  be  examined 
by  the  grand  jury ;  but  Avith  these  exceptions  there  is  no  at- 
tempt at  equalization.  The  books  are  forwarded  to  the  auditor 
of  public  accounts,  and,  if  their  totals  are  properly  added  and 
the  books  show  no  glaring  discrepancies  upon  comparison  with 
those  of  previous  years,  they  are  accepted  without  question. 

It  is  needless  to  dwell  in  this  presence  upon  the  effect  of  this 
system ;  for  tax  experts  are  generally  agreed  that  decentraliza- 
tion means  inequality,  undervaluation,  and  a  thousand  admin- 
istrative ills.  Suffice  it  therefore  to  say  that  lands  are  assessed 
at  from  5  per  cent  to  65  per  cent  of  their  fair  market  value,  and 
that  some  localities  are  paying  twelve  times  as  much  taxes  on 
the  same  properties  as  are  other  localities.  Cases  are  of  record 
where  a  taxpayer,  with  a  farm  crossing  the  boundary  of  two 
counties,  pays  five  times  as  much  per  acre  in  one  county  as  in 
the  other,  though  the  land  is  of  the  same  value.  Moreover,  our 
assessors  have  no  tax  maps  and  sometimes  return  more  land 
than  the  geologic  survey  shows  to  exist ;  they  are  likewise  paid 
$2  the  day,  where  they  should  be  paid  $10  the  day.  The 
result  is  a  situation  as  bad  as  can  be  from  the  standpoint  of 
equity  and  common  justice. 

This,  of  course,  is  an  old  story.  Every  State,  and  especially 
every  one  which  has  not  a  centralized  administrative  system, 
suffers  from  the  same  evils  to  some  extent.  In  Virginia,  how- 
ever, this  has  gone  to  an  extreme  which  is  perhaps  unique.  The 
assessments  for  state  and  local  purposes  are  on  the  same 
basis,  and,  as  I  have  said,  are  made  by  local  officers.  The  state 
rate  is  fixed ;  the  local  rate  varies  from  year  to  year  according 
to  the  needs  of  the  locality.     It  is  thus  possible  for  a  locality  to 
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avoid  its  proper  tax  burden  by  making  a  low  assessment,  paying 
the  state  tax  thereon,  and  levying  the  local  tax  on  the  same 
basis  at  a  very  high  rate.  This  is  done,  I  regret  to  say,  in  a 
number  of  instances.  The  State  is  defrauded  of  its  proper 
revenue  in  one  county  by  a  10  per  cent  valuation,  and  the  lo- 
cality receives  its  revenue  by  imposing  a  rate  of  $2,  more  than 
double  the  average  rate.  The  situation  is  further  complicated 
by  the  system  of  state  aid  so  generally  in  use.  The  Common- 
wealth gives  to  the  locality  the  revenue  from  a  10  cent  of  the 
35  cent  tax  on  a  very  large  class  of  taxable  subjects  for  the  uses 
of  schools,  and,  in  addition,  pays  its  criminal  expenses,  gives 
its  aid  for  road  building,  and  pays  Confederate  pensions.  Even 
where  the  assessment  is  properly  made,  it  sometimes  happens 
that  in  a  poor  county  the  aggregate  of  state  aid  exceeds  the 
revenue  from  state  taxes  in  the  locality.  There  is  in  such  cases 
a  temptation  not  only  to  pay  less  than  is  proper,  but  to  demand 
more  than  should  be  provided. 

I  need  not  point  out  how  much  a  centralized  administrative 
system,  compelling  the  assessment  of  property  at  its  fair  market 
value,  would  relieve  this  condition. 

To  this  general  indictment  of  the  property  tax  let  me  make 
one  exception.  The  evils  of  the  property  tax,  even  where  there 
is  no  supervisory  power,  are  largely  measured  by  the  efficiency 
of  the  local  officer.  If  it  were  proper  to  tax  certain  classes  of 
personal  property  under  any  conditions,  and  if  it  were  practi- 
cable to  secure  the  services  of  men  who  would  administer  the 
law,  the  property  tax  would  not  be  as  black  as  it  is  painted. 
We  have  a  number  of  commissioners  of  revenue  in  this  Common- 
wealth who  place  their  oath  of  office  above  the  interests  of  their 
locality  and  tax  personal  property  for  what  it  is  worth.  These 
men  have  shown  by  the  very  efficiency  of  their  methods  how 
bad  conditions  are  elsewhere.  One  finds  a  very  different  spirit 
dominating  their  districts  in  matters  of  taxation. 

In  the  city  of  Lynchburg,  for  example,  we  are  fortunate  in 
having  a  commissioner  of  the  revenue  who  is  not  only  a  man 
of  high  character  but  is  eminently  efficient  and  trustworthy. 
As  a  result  the  per  capita  valuation  of  real  and  personal  property 
in  his  city  is  high  ;  the  citizens  make  perhaps  the  fullest  returns 
of  anj^  locality  in  the  State,  have  their  finances  in  ideal  condition. 
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and  hold  the  State  record  for  the  small  number  of  delinquents. 
Much  the  same  conditions  exist  in  Richmond,  Danville,  Win- 
chester, and  Norfolk.  My  experience  with  these  cities  has  con- 
vinced me  that  as  long  as  the  property  tax  remains  on  our  books, 
our  great  problem  in  administration  is  not  so  much  a  reform  of 
law  as  a  choice  of  men.  A  fearless  commissioner  is  more  desir- 
able than  an  Ohio  inquisitors'  law. 

Our  property  tax,  our  license  tax,  our  writ  tax,  and  our  seal 
tax  are  survivors  of  old  conditions.  They  are,  so  to  say,  the 
decaying  branches  on  our  tax  tree.  Our  Constitutional  Con- 
vention of  1902  could  do  nothing  with  these  taxes,  but  it  en- 
grafted on  the  trunk  a  new  system  of  corporation  and  public 
service  taxes  which  has  flourished  and  been  fruitful.  The 
Convention  wished  to  relieve  the  Legislature  of  the  burden  of 
granting  charters  and  amending  railroad  franchises,  —  a  bur- 
den which  was  heavy  though  ib  was  borne  in  all  honor  and  with- 
out a  taint  of  fraud.  Accordingly  they  wrote  into  the  constitu- 
tion a  series  of  sections  by  which  the  control  of  corporations  of 
all  sorts  was  vested  in  a  Corporation  Commission. 

Ere  I  outline  these  provisions  and  show  wherein  they  have 
been  successful,  let  me  point  a  moral  from  the  work  of  our 
Constitutional  Convention.  Some  of  the  ablest  men  in  Vir- 
ginia were  in  that  Convention,  but  they  seemed  obsessed  with  a 
desire  to  give  the  Commonwealth  organic  law  which  should 
place  no  discretion  in  the  hands  of  the  General  Assembly  or  of 
the  executive  officers.  Accordingly  they  gave  us  a  code  instead 
of  a  constitution,  —  a  code  that  ties  the  hands  of  every  state 
officer  and  subjects  the  General  Assembly  to  useless  delays  in 
the  passage  of  worthy  bills.  Happily  for  us,  a  thoughtful  man 
had  incorporated  into  the  constitution  a  section  which  will  give 
us  a  reasonable  latitude  in  matters  of  taxation  after  January  1, 
19L3 ;  but  for  ten  years  we  have  been  handicapped. 

As  a  number  of  States  here  represented  will  soon  begin  con- 
stitution making,  I  mention  this  as  a  warning  in  line  with  previ- 
ous declarations  of  this  Conference.  Insist  with  all  your  power 
that  the  greatest  possible  latitude  be  given  the  legislative  au- 
thorities in  questions  of  taxation.  We  are  moving  so  rapidly 
that  scarcely  any  constitutional  tax  provisions  are  safe ;  we 
must  have  room  for  new  enactments  as  science  justifies  them. 
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The  great  step  taken  by  the  new  constitution  and  by  the  Gen- 
eral Assembly,  under  authority  of  the  constitution,  has  been 
broadening  the  gross  earnings  tax.  Prior  to  the  new  con- 
stitution we  had  only  a  gross  earnings  (premium  income)  tax 
on  insurance  companies  and  a  net  earnings  tax  on  railroads. 
The  former  conformed  to  the  usual  custom  in  such  taxes,  but 
the  net  earnings  tax  on  railroads  deserves  special  mention.  It 
was  a  gruesome,  dismal,  and  unmistakable  failure.  The  classi- 
fication of  operating  expenses  chargeable  against  gross  earnings 
was  loose ;  dividend  and  interest  offsets  were  confused.  Each 
railroad  was  allowed  to  estimate  its  own  net  earnings.  Every 
tax  authority  will  know  what  happened ;  at  no  time  did  the 
State  receive  more  than  $37,000  from  the  1  per  cent  tax. 

The  new  constitution  imposed  a  franchise  tax  of  1  per  cent 
on  railroads,  steam  and  electric,  a  like  tax  on  telephone  com- 
panies, and  the  General  Assembly  has  since  applied  the  same 
tax  to  light,  heat,  and  power  companies.  The  constitution 
provided  that  the  franchise  tax  so  levied  was  a  privilege  tax,  in 
return  for  which  the  stock  of  the  corporation  in  the  hand  of  indi- 
viduals was  exempt  from  taxation,  and  it  imposed  an  additional 
property  tax  at  the  regular  rate  on  all  tangible  holdings  of  the 
companies.  The  Convention  was  guided  by  the  decision  of  the 
Supreme  Court  in  the  Grand  Trunk  case,  in  imposing  this  fran- 
chise privilege  tax,  and  the  constitution  had  gone  into  effect  be- 
fore the  Galveston  case  was  of  record.  Yet  the  provision  in 
question  has  never  been  carried  into  court.  The  reason  for  this 
will,  in  my  judgment,  explain  the  fundamental  weakness  of  a 
combined  property  and  franchise  tax  as  applied  here  and  in 
other  States.  The  franchise  tax  in  question  was,  according 
to  the  law,  a  privilege  tax,  and  as  such,  should  not  be  counted  in 
reckoning  the  value  of  the  physical  properties  of  the  road.  In- 
deed the  constitution  specifically  provided  that  the  franchise 
was  not  to  be  valued  for  purposes  of  taxation.  Moreover,  the 
assessment  for  local  taxes  on  the  roadbed,  etc.,  was  on  the  same 
basis  as  the  assessment  for  state  purposes.  Now,  the  rail- 
roads were  naturally  more  interested  in  how  much  they  paid 
than  in  how  they  paid,  and  the  Corporation  Commission,  in 
assessing  railroad  property,  had  to  impose  a  tax,  which,  in  the 
aggregate,  would  not  be  unreasonable.     In  computing  this  tax, 
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it  was  natural  and  inevitable  that  the  amount  paid  by  the  rail- 
road as  a  franchise  tax  should  be  considered,  and  that  the  valua- 
tion of  their  physical  properties  should  be  fixed  accordingly. 
This  gave  the  State  a  very  good  revenue  from  the  railroads,  but, 
as  the  localities  had  to  assess  on  the  basis  of  physical  proper- 
ties only  and  do  not  share  in  the  franchise  tax,  their  revenue  on  a 
maximum  per  mile  valuation  of  $20,000  has  naturally  been 
small.  Discontent  has  followed,  —  discontent  not  always 
justified  but  most  difficult  to  overcome.  The  same  conditions 
apply  to  all  of  the  gross  earnings  taxes  applied  by  the  State, 
and  present  a  problem  which,  I  take  it,  is  common  to  all  the 
States  with  like  laws.  In  Virginia  we  have  not  yet  reached  a 
solution. 

Lest  you  think  that  Virginia's  new  tax  laws  are  as  bad  as  the 
old,  permit  me  to  say  that  we  found  our  new  corporation  tax 
laws  to  work  very  well.  They  are  simple ;  they  do  not  produce 
as  much  revenue  as  they  might ;  but  certainly  they  have  fulfilled 
one  of  the  great  ends  of  tax  legislation;  they  have  attracted 
capital  to  the  State  and  have  not  driven  capital  from  the  State. 
Private  corporations  can  secure  charters  in  this  State  by  con- 
forming to  a  few  general  provisions  and  by  the  payment  of  a 
charter  fee.  They  are  thereafter  subject  only  to  small  fran- 
chise tax  and  to  annual  registration  fees.  In  return  for  this, 
their  shares  of  stock  are  exempt  from  taxation.  I  can  unequiv- 
ocally commend  this  system  as  yielding  a  larger  revenue  than 
the  State  had  previously  obtained  from  this  source.  The  sys- 
tem, to  be  sure,  is  by  no  means  novel,  but  our  experience  is 
confirmatory  of  its  value. 

Another  law,  to  which  I  wish  to  refer  briefly,  is  our  state 
income  tax  law,  levied  on  incomes  in  excess  of  $1000  the  year. 
This  yields  us  at  present  but  $110,000  the  year,  but  we  are  by 
no  means  satisfied  that  it  will  not  operate  to  produce  a  much 
larger  revenue.  In  the  main,  our  people  approve  it,  and  though 
the  taxpayer  is  allowed  to  swear  his  own  income  and  oftentimes 
to  report  it  without  swearing  it,  our  commissioners  favor  the 
law.  Its  only  grave  defect  is  some  obscurity  in  the  matter  of 
offsets  which  enable  careless  commissioners  to  countenance 
illegal  deductions.  Some  of  my  colleagues  take  an  opposite 
view  of  its  value  and  hold,  with  other  authorities,  that  an  in- 
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come  tax  in  America  can  only  be  properly  administered  by  the 
federal  government.  To  this  view  I  would  respectfully  dis- 
sent, and  would  ask  tax  authorities  to  give  us  a  few  more  years 
in  Virginia  before  they  cite  us  as  among  those  States  which 
despair  of  properly  administering  the  law.  Certainly  I  do  not 
believe  our  Assembly  will  adopt  the  sixteenth  amendment  and 
thereby  open  the  way  for  the  aboHtion  of  a  state  income  tax 
until  they  have  given  our  recommendations  on  the  subject  a 
fair  test. 

There  are  numerous  other  features  of  our  Virginia  tax  laws  to 
which  I  might  profitably  advert,  but  my  time  is  short,  and  I  can 
but  briefly  refer  to  two  aspects  of  municipal  taxation  in  the 
Commonwealth  which  present  interesting  questions. 

The  former  of  these  is  the  adoption  of  the  Maryland  stock 
and  bond  tax  in  the  cities  of  Norfolk  and  Portsmouth.  The 
former  of  these  cities  has  a  general  tax  rate  of  $1.65,  but  imposes 
a  tax  of  80  cents  on  stocks  and  bonds.  This  was  done  some  years 
ago,  in  the  expectation  that  this  manifest  act  of  justice  would 
lead  taxpayers  to  return  securities  otherwise  concealed.  The 
immediate  result  did  not  justify  this  hope.  Instead  of  increas- 
ing, the  revenue  from  this  source  actually  decreased  for  a  num- 
ber of  years;  and  not  until  a  new  and  efficient  commissioner 
took  office  was  there  a  change  for  the  better.  Since  that  time, 
the  revenue  from  intangible  personalty  has  steadily  increased ; 
but  the  lesson,  I  take  it,  is  obvious.  Admirable  as  is  Judge 
Leser's  plan,  it  cannot  be  left  to  administer  itself;  it  requires 
the  same  strict  supervision,  and  demands,  in  the  words  of  one 
of  our  commissioners,  that  the  tax  officer  ''go  after  'em"  as 
hard  as  though  he  were  taxing  realty. 

Another  Virginia  city  presents  a  tax  problem  that  should  de- 
hght  the  heart  of  the  single  taxer.  The  city  in  question  has  a 
superb  water  front,  second  perhaps  to  none  in  America.  It 
has  likewise  a  great  industry  which  should  make  it  one  of  the 
greatest  ports  on  the  Atlantic  seaboard.  But  the  town  has  not 
grown ;  at  best  it  is  standing  still,  and  industries  which  should 
establish  themselves  there  are  forced  to  go  elsewhere.  The 
reason  is  that  practically  all  the  available  water  front  is  owned 
by  a  private  corporation  which  will  neither  improve  the  property 
nor  sell  it,  but  which  is  waiting  for  the  coming  of  a  da;:  -,vhcn  it 
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can  realize  tremendously  on  its  investment.  This  land  company, 
in  a  word,  throttles  the  growth  of  the  town  and  pays  scanty 
taxes  on  its  bare  acres.  Here  is  a  situation  which  should  call 
all  advocates  of  the  land  values  tax  to  do  missionary  work  ! 
Here  they  have  opportunity  to  give  us  an  Atlantic  Vancouver 
and  a  standing  object  lesson. 

Viewing  the  situation  as  a  whole,  we  are  at  the  turning  of  the 
ways.  Conditions  could  hardly  be  worse :  we  must  choose 
between  decentralized  and  centralized  administration ;  we  must 
either  exact  a  proper  revenue  on  an  equitable  basis  or  intrust 
the  State's  revenue  to  the  tender  mercies  of  local  assessors. 
Our  position  is  strategic,  and  our  action  will  be  proportionately 
important.  Our  thriving  younger  sisters  to  the  South  still  look 
to  Virginia  for  counsel.  Our  success  in  tax  reform  will  encourage 
them  to  like  endeavors;  our  failure  to  improve  conditions 
cannot  but  deter  them  from  the  course  that  establishes  justice 
between  citizens  and  maintains  equity  among  brothers. 


RECENT   T.\X   REFORMS   IN   IOWA 

By  John  E.  Brindley 

Associate  Professor  of  Political  Economy  at  Iowa  State  College,  Ames, 
Iowa,  and  Secretary  of  the  State  Tax  Commission 

It  is  an  axiom  of  social  evolution  that  the  student  of  histori- 
cal research  is  never  able  to  trace  out  absolute  origins  or  causes, 
but  must  content  himself  with  a  more  or  less  relative  measure 
of  political,  social,  and  economic  forces  that  frequentl}'  have  their 
roots  deep  in  the  past.  The  tax  legislation  of  1911  in  Iowa  is 
no  doubt  the  most  important  and  far  reaching  that  has  been 
enacted  by  any  one  General  Assembly,  with  the  possible  excep- 
tion of  1872,  when  the  ad  valorem  system  and  unit  rule  of  assess- 
ment was  applied  to  railroads,  simply  because  of  the  happy 
coming  together  of  certain  great  tendencies  and  movements, 
some  of  which  at  least  may  be  traced  to  the  earlj^  history  of  the 
Commonwealth  or  even  to  the  territorial  period. 

Chief  among  these  tendencies  is  the  conviction,  at  present 
well-nigh  universal  among  thinlcing  men :  first,  that  the  general 
property  tax  has  broken  down  completely  from  the  standpoint 
of  administration ;  and  second,  that  the  attempt  to  apply  the 
underl3dng  theory  or  principles  of  this  tax  to  moneys  and  credits 
has  produced  gross  inequalities  and  resulted  in  a  miserable  fail- 
ure. A  decentralized  plan  of  assessment  on  the  one  hand  and 
an  equally  decentralized  or  perfunctory  sj'stem  of  equalization 
on  the  other,  created  by  the  tax  legislation  of  the  period  1858  to 
1873,  has  been  primarily  responsible  for  this  failure.  The  ratio 
of  assessed  to  actual  value  of  property  which  was  approximately 
100  per  cent  when  the  first  state  code  was  enacted  in  1851, 
declined  to  about  90  per  cent  in  1860,  50  per  cent  in  1870,  and 
less  than  25  per  cent  in  1890. 

The  framers  of  the  last  regular  code  in  1897  thus  had  before 
them  two  possible  courses  of  action:   first,  they  might  remed}' 
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existing  conditions  by  providing  a  more  centralized  plan  of 
assessment  under  the  leadership  and  supervision  of  a  permanent 
tax  commission ;  or  they  might  evade  the  real  issue  by  a  statu- 
tory subterfuge,  thus  burying  for  a  time  the  administrative 
breakdown  of  the  general  property  tax  beneath  an  additional 
mass  of  meaningless  legislation.  The  latter  was  the  line  of  least 
resistance  and  therefore  proved  to  be  the  course  of  "practical" 
statesmanship.  Not  content  with  the  obvious  fact  that  the 
revenue  system  of  Iowa  rested  on  foundations  of  sand,  our  law- 
makers demanded  the  privilege  of  emphasizing  its  failure  by 
requiring  that  property  should  be  assessed  at  one  fourth  of  its 
hsted  value,  which  at  the  present  time,  1911,  means  one  eighth 
of  the  actual  value,  listed  value  being  approximately  one  half 
of  the  amount  which  property  would  bring  on  the  market  in  the 
ordinary  course  of  trade. 

These  obvious  considerations  are  at  the  basis  of  any  study 
of  the  tax  legislation  in  1911  or  of  any  reform  worth  while  which 
may  be  realized  in  the  future.  How  to  deal  with  the  present 
system  of  decentralized  and  perfunctory  fiscal  administration, 
which,  though  nominally  real  and  having  the  verbal  merit  of 
statutory  symmetry  and  perfection,  is  in  reality  nominal  and 
inefficient,  is  the  leading  question  now  before  the  Temporary 
Tax  Commission  and  will  continue  to  knock  at  the  doors  of  the 
General  Assembly  until  satisfactorily  solved. 

Of  the  various  tax  laws  enacted  by  the  General  Assembly 
of  Iowa  in  1911,  that  providing  for  a  flat  rate  of  five  mills  on 
moneys  and  credits  in  lieu  of  the  general  property  tax  has  natu- 
rally attracted  the  greatest  interest.  That  law,  like  nearly  all 
really  important  measures,  was  the  result  of  more  than  a  quarter 
of  a  century  of  constant  agitation.  Bills  along  this  line  have 
been  introduced  at  practically  every  session  of  the  General 
Assembly  since  1880.  The  taxation  of  mortgages  as  an  in- 
terest in  real  estate,  the  total  exemption  of  real  estate  mort- 
gages from  all  taxation,  the  mortgage  registry  tax,  the  flat  rate 
system,  repeal  of  the  law  granting  a  deduction  of  debts  from 
the  amount  of  moneys  and  credits  listed  for  taxation,  an  ad- 
ditional law  granting  a  similar  deduction  of  debts  from  other 
personal  property  and  even  from  real  estate,  an  arbitrary 
regulation  of  the  interest  rate  to  prevent  the  shifting  of  taxes 
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on  credits,  —  these  and  numerous  other  remedies  of  a  similar 
nature  have  been  proposed  during  the  last  thirty  years. 

In  the  meantime  a  growing  conviction  has  prevailed  that 
moneys  and  credits,  when  accidentally  placed  on  the  assessment 
roll,  bear  much  more  than  their  rightful  share  of  the  burdens  of 
taxation,  simply  because  they  are  necessarily  listed  at  full 
value,  while  real  estate  is  listed  at  about  half  of  its  value.  It 
has  been  repeatedly  alleged,  especially  in  recent  years,  that  the 
high  rate  of  taxation  on  moneys  and  credits,  —  more  than  2 
per  cent  on  listed  value  in  a  large  number  of  cities,  —  resulting 
from  the  low  assessment  of  all  tangible  property,  amounts  to  a 
confiscation  of  property,  falls  with  greatest  severity  on  those 
least  able  to  bear,  drives  capital  out  of  the  State  thus  preventing 
the  normal  improvement  of  Iowa  farms  and  the  building  of 
Iowa  factories,  and  demorahzes  the  public  conscience  by  fostering 
a  disrespect  for  all  law,  thus  undermining  the  very  foundation 
of  just  government  and  efficient  administration.  Finally  the 
federal  Census  of  1910  revealed  the  fact  that  Iowa  was  the  only 
State  in  the  Union  that  had  decreased  in  population  during  the 
last  ten  years.  The  exorbitant  rate  of  taxation  on  moneys 
and  credits  was  immediately  seized  upon  as  one  of  the  principal 
causes  responsible  for  the  fact  that  the  manufacturing  and  com- 
merce of  Iowa  had  not  developed  rapidly  enough  to  more  than 
counteract  the  decrease  in  rural  population  so  general  through- 
out the  Central  West. 

At  this  time  my  "History  of  Taxation  in  Iowa,"  published  by 
the  State  Historical  Society,  was  completed  and  in  response  to 
a  concurrent  resolution  was  placed  on  the  desk  of  every  mem- 
ber of  the  General  Assembly.  In  this  work  the  taxation  of 
moneys  and  credits  and  the  tax  inquisitor  system  are  considered 
from  the  comparative  and  historical  standpoint;  a  positive 
recommendation  is  made  that  the  general  property  tax  as  ap- 
plied to  moneys  and  credits  should  be  repealed  and  a  desirable 
substitute  provided,  preference  being  given  to  the  fiat  rate  sys- 
tem of  Maryland  and  Pennsylvania. 

Early  in  the  session  the  writer  had  the  privilege  of  meeting 
some  of  the  leaders  in  both  the  Senate  and  House  of  Represen- 
tatives. In  response  to  various  inquiries,  the  suggestion  was 
made  that,  if  anything  worth  while  was  to  be  accomplished,  two 
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things  were  imperative:  first,  the  immediate  repeal  of  the  so- 
called  tax  ferret  law,  passed  in  1900 ;  and  second,  members 
should  compromise  their  differences  and  miite  in  support  of  one 
bill,  preferably  a  committee  bill.  In  this  connection  it  was 
pointed  out  that  the  repeal  of  the  tax  inquisitor  law  was  in  itself 
merely  a  negative  step,  a  recognition  of  the  obvious  fact  that  the 
old  system  was  too  unjust  to  be  administered  efficiently,  but  that 
immediate  repeal  was  necessary  in  order  to  remove  certain  in- 
fluences from  the  statehouse  that  might  otherwise  defeat  the 
enactment  of  any  desirable  substitute  for  the  general  property 
tax  on  moneys  and  credits.  The  force  of  these  suggestions  was 
at  once  apparent  to  a  group  of  men  interested  in  the  progress  of 
tax  reform. 

After  the  repeal  of  the  tax  inquisitor  law,  work  began  in  ear- 
nest with  reference  to  the  tax  on  moneys  and  credits.  The 
majority  soon  concluded  that  the  flat  rate  system  was  prefer- 
able to  the  mortgage  registry  plan  of  Minnesota  and  New  York 
or  the  taxation  of  mortgages  as  an  interest  in  real  estate.  At 
the  same  time  a  companion  bill  was  introduced  providing  for 
the  taxation  of  bank  stock,  without  granting  any  deduction  for 
debts,  said  bill  being  rendered  necessary  by  a  supreme  court 
decision.  In  the  Senate  the  two  bills  were  adroitly  united  into 
one  measure  which  passed  both  houses  by  practically  a  unani- 
mous vote  and  received  the  approval  of  the  Governor. 

The  law  as  passed  provides  a  flat  rate  of  five  mills  on  moneys 
and  credits,  with  the  exception  of  shares  of  stock  of  national, 
state,  and  savings  banks,  and  loan  and  trust  companies  and 
moneyed  capital  in  competition  with  banks,  assessment  to  be 
made  at  the  actual  valuation  and  the  tax  collected  where  the 
owner  resides.  An  offset  for  debts  is  still  granted  in  the  case 
of  moneys  and  credits  subject  to  the  flat  rate,  and  distribution 
of  the  proceeds  is  made  on  the  same  basis  as  other  taxes. 
Moneyed  capital  in  competition  with  banks  is  thus  defined : 

"All  moneyed  capital  within  the  meaning  of  section  five 
thousand  two  hundred  and  nineteen  (5219)  of  the  revised  stat- 
utes of  the  United  States  shall  be  listed  and  assessed  against 
the  OMTier  thereof  at  his  place  of  business,  and  if  a  corporation 
at  its  principal  })hice  of  business,  at  the  same  rate  as  state, 
savings,  national  bank  and  loan  and  trust  company  stock  is 
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taxed,  in  the  same  taxing  district,  and  at  the  actual  value  of 
the  monej'ed  capital  so  invested.  The  person  or  corporation 
using  moneyed  capital  in  competition  with  bank  capital  shall 
furnish  the  assessor  upon  demand  a  full  and  complete,  itemized 
sworn  statement  showing  the  amount  of  moneyed  capital  so 
used." 

It  is  further  provided  that  no  deduction  for  debts  shall  be 
allowed  from  the  shares  of  stock  of  any  state,  savings,  or  national 
bank,  or  loan  and  trust  company,  or  from  moneyed  capital 
used  in  competition  with  banks.  On  the  contrary-,  however,  a 
slight  concession  was  made  to  banks  by  placing  the  assessment 
of  their  stock  at  one  fifth  rather  than  one  fourth  of  the  listed  or 
actual  value  which  was  the  result  of  compromise,  an  earnest 
effort  being  made  by  a  minority  to  secure  a  flat  rate  of  ten  mills 
for  bank  stock  and  moneyed  capital  in  competition  with  banks. 
The  provision  of  the  law  with  reference  to  this  subject  should 
be  quoted  in  full : 

"For  the  purpose  of  placing  the  taxation  of  bank  and  loan 
and  trust  company  stock  and  monej'ed  capital  as  nearly  as 
possible  upon  a  taxable  value  relatively  equal  to  the  taxable 
value  at  which  other  property  is  now  actually  assessed  through- 
out the  State  as  compared  with  the  actual  value  thereof,  it  is 
hereby  pro\aded  that  state,  savings  and  national  bank  stock 
and  loan  and  trust  company  stock  and  moneyed  capital  shall 
be  assessed  and  taxed  upon  the  taxable  value  of  20  per  cent 
of  the  actual  value  thereof,  determined  as  herein  provided, 
which  20  per  cent  of  the  actual  value  shall  be  taken  and  con- 
sidered as  the  taxable  value  and  shall  be  taxed  as  other  prop- 
erty in  such  taxing  district." 

Finally  it  should  be  noted  that,  except  for  the  taxation  of 
bank  stock  and  monej'ed  capital  in  competition  with  banks,  the 
provisions  of  this  law  do  not  apply  to  taxes  levied  for  the  year 
1911.  It  was  deemed  unwise  to  levy  a  flat  rate  earlier  than 
1912  in  order  to  give  ample  time  for  the  contracts  of  tax  ferrets 
to  expire.  Otherwise  it  was  apparent  that  a  heavy  listing  of 
moneys  and  credits  under  the  new  law  would  simply  mean  a 
rich  harvest  for  inquisitors,  who  would  collect  back  taxes  on  these 
same  credits  for  a  period  of  five  years,  and  at  the  same  time  be 
in  an  excellent  position  to  discredit  the  law  itself.     No  taxes  at 
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the  flat  rate  being  collected  before  1912,  it  is  manifestly  impos- 
sible for  me  to  supply  actual  data  regarding  the  working  of  the 
new  system. 

The  second  act  already  noted,  which  destroys  the  tax  inquis- 
itor system,  is  in  part  as  follows:  "It  shall  be  unlawful  for 
the  council  of  any  city  or  town,  including  cities  under  special 
charter  and  the  commission  plan,  or  for  the  board  of  super- 
visors of  any  county,  to  employ  or  contract  with  any  person, 
corporation,  or  firm  to  assist  the  proper  officers  in  the  discovery 
of  property  not  listed  or  assessed  for  taxation  as  required  by 
law.  Any  acts  or  parts  of  acts  in  conflict  herewith  are  hereby 
repealed." 

The  third  step  taken  by  the  last  General  Assembly  along  the 
line  of  tax  reform  was  a  complete  redrafting  of  the  collateral 
inheritance  tax  law.  This  was  done  on  the  basis  of  suggestions 
made  by  certain  officials  of  the  state  treasury  department. 
The  act  has  been  greatly  simplified  and  many  substantial  im- 
provements in  wording  made,  but  it  should  not  be  forgotten  that 
the  law  as  amended  is  no  better  and  no  worse  than  the  decentral- 
ized and  largely  nominal  system  of  fiscal  administration  of  which 
it  is  a  part.  The  meaning  of  this  statement  is  clear  when  we 
merely  enumerate  the  list  of  officials  responsible  for  the  ad- 
ministration of  the  tax.  These  include  the  state  executive 
council  acting  as  a  unit,  the  state  treasury  department  or  any 
authorized  employee  of  the  same,  the  district  court,  clerk  of  the 
district  court,  county  clerk,  county  attorney,  county  auditor, 
executors,  administrators,  trustees,  appraisers,  and  in  fact  any 
private  individual  who  from  time  to  time  may  supply  infor- 
mation relative  to  the  estates  of  decedents.  Manifestly  this 
amounts  to  administrative  chaos  with  responsibility  shifted 
here  and  there  without  a  local  habitation  or  a  name.  The  col- 
lateral inheritance  tax,  the  same  as  the  general  property  tax, 
requires  a  permanent  state  tax  commission  operating  through 
county  assessors  or  at  least  county  supervisors  of  assessment, 
thus  supplying  the  law  with  what  it  most  needs,  —  simplicity, 
directness,  and  administrative  vitality. 

Time  will  not  permit  a  detailed  examination  of  the  change 
made  in  the  inheritance  tax  law,  still  less  a  presentation  of  cer- 
tain tax  exemptions,  and  special  tax  levies  for  the  destruction  of 
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noxious  weeds,  building  and  improvement  of  roads  antl  bridges, 
and  for  drainage  purposes. 

Last,  but  from  the  standpoint  of  the  future,  we  hope  the 
most  important  of  all  the  tax  laws  passed  by  the  last  General 
Assembly  is  that  providing  for  a  temporary  tax  commission  of 
five  members  serving  on  a  'per  diem  basis  and  having  an  appro- 
priation of  ten  thousand  dollars.  The  powers  granted  to  the 
commission  are  thus  outlined  in  the  law : 

"It  shall  be  the  duty  of  said  commission  to  examine  into 
tax  assessment,  tax  levy  and  tax  collection  laws  of  the  State  of 
Iowa,  and  of  other  States,  and  use  such  means  and  make  such 
investigations  as  it  shall  deem  best  to  secure  information,  for  the 
purpose  of  ascertaining  whether  the  present  laws  of  the  State 
of  Iowa  regulating  the  assessment,  levying  and  collection  of 
taxes  may  not  be  improved,  and  to  report  its  findings  together 
with  such  recommendations  as  it  may  deem  desirable,  to  the 
governor  not  later  than  October  1,  1912,  together  with  bills 
intended  to  carry  its  recommendations,  and  a  detailed  statement 
of  the  expenses  of  the  commission  as  provided  herein.  The 
report  and  recommendations  of  the  commission  shall  be  trans- 
mitted by  the  governor  to  both  branches  of  the  General  Assembly 
in  1913,  and  copies  of  said  report  and  recommendations  shall 
be  printed  by  the  state  printer  and  bound  by  the  state  binder 
in  such  quantity  as  the  executive  council  may  determine  and  a 
copy  sent  by  the  governor  to  each  member  of  the  General 
Assembly  by  December  1,  1912." 

As  secretary  of  this  commission,  I  am  greatly  pleased  to  state 
that  the  members  are  unanimously  in  favor  of  a  permanent 
state  tax  commission  with  real  powers  of  supervision  and  con- 
trol. They  are  also  unanimously  in  favor  of  transferring  a 
large  measure  of  fiscal  authority  from  the  township  to  the 
county.  Whether  a  recommendation  will  be  made  for  a  county 
assessor  or  county  tax  commission,  with  power  to  appoint  dep- 
uties, a  system  we  already  have  in  Iowa  for  the  collection  of 
taxes ;  or  simply  a  county  assessor  or  county  supervisor  of 
assessment,  said  official  to  act  as  a  connecting  link  between  the 
local  assessors  and  the  tax  commission,  —  this  is  a  question 
which  will  not  be  finally  determined  until  we  hear  from  the 
"provinces,"  and  also  make  a  careful  study  of  the  assessment  and 
equafization  systems  of  the  various  States  of  the  Union. 

In  concluding  this  paper  the  writer  desires  to  express  his 
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earnest  indorsement  of  the  program  of  administrative  central- 
ization now  advocated  by  the  National  Tax  Association.  The 
so-called  principle  of  segregation  or  separation  of  revenue 
sources,  at  one  time  regarded  with  so  much  favor  by  leading 
economists,  is  in  my  judgment  simply  a  minor  incident  in  the 
progress  of  real  state  tax  reform  and  in  no  sense  a  basis  of  that 
reform.  In  lieu  of  this  much  debated  principle  I  would  formu- 
late a  law  of  state  tax  reform  in  the  following  terms : 

1.  A  permanent  state  tax  commission  or  tax  commissioner, 
appointed  by  the  Governor  with  the  consent  of  the  Senate,  paid 
good  salaries  and  serving  for  not  less  than  six  years,  said  com- 
mission or  commissioner  to  have  general  supervision  of  the 
entire  revenue  system,  with  authority  to  assess  the  property 
of  public  service  corporations  in  States  where  the  ad  valorem 
system  prevails,  act  as  a  state  board  of  equalization,  or  in  case 
of  a  single  commissioner,  to  serve  on  said  board,  with  additional 
power  when  necessary  to  compel  the  reassessment  of  property 
in  any  taxing  district  of  the  State  or  even  send  expert  agents  to 
do  the  actual  work  of  reassessment. 

2.  A  county  assessor  or  county  tax  commissioner,  to  be 
elected  by  the  people  or  appointed  by  the  county  board  of  super- 
visors or  tax  commission,  his  term  of  office  to  be  not  less  than 
three  but  preferably  four  or  even  six  years,  having  authority 
in  turn  to  appoint  deputies  to  aid  in  assessing  all  the  taxable 
property  of  the  county,  or,  in  cases  where  the  prejudice  for  the 
township  system  is  too  powerful  to  be  overcome,  to  be  at  least 
a  necessary  connecting  link  between  the  local  assessors  and  the 
tax  commission,  having  general  supervision  of  the  former  and 
serving  as  a  member  of  the  county  board  of  equalization. 

3.  The  gradual  transfer  of  fiscal  authority  from  the  township 
or  similar  local  unit  to  the  county,  said  transfer  to  include  both 
the  collection  of  taxes  and  the  assessment  and  equalization  of 
property,  the  actual  changes  being  made  with  great  caution, 
only  after  a  thorough  study  of  the  history  of  township  and 
county  government  and  always  with  due  regard  for  the  preju- 
dices and  political  habits  of  the  people  and  other  legal,  economic, 
or  constitutional  considerations. 

4.  The  local  taxation  of  property  or  business  that  is  local  in 
character,  and  the  state  taxation  of  property  and  business  that 
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is  non-local,  thus  having  its  legal  situs  at  the  capital  of  the 
State ;  it  being  apparent  from  a  careful  historical  and  compara- 
tive study  that  the  exclusive  state  taxation  of  local  property 
and  business,  following  the  inevitable  logic  of  the  advocates  of 
segregation,  places  an  unjust  burden  upon  the  cities;  and  the 
local  taxation  of  property  and  business  not  having  a  local  situs, 
e.g.  the  right  of  way,  main  track,  rolling  stock,  and  franchise  or 
intangible  value  of  railroads,  compels  the  majority  of  rural 
taxing  districts  to  bear  the  fiscal  burdens  of  the  minority  through 
the  payment  of  telegraph  and  telephone  tolls  and  railroad  and 
express  rates. 

5.  In  cases  where  the  state  tax  on  non-local  property  and 
business,  coupled  with  the  customary  fees  and  an  inheritance 
tax  both  collateral  and  direct,  is  not  adequate  to  meet  legiti- 
mate needs,  a  levy  of  the  required  millage  on  the  actual  cash 
value  of  all  taxable  property  in  the  State ;  and  in  cases  where 
the  revenue  from  said  sources  is  more  than  sufficient  for  state 
demands,  the  distribution  of  a  part  thereof  to  the  local  districts 
for  various  purposes  and  on  a  basis  in  harmony  with  the  condi- 
tions prevailing  in  a  given  Commonwealth. 

6.  The  assessment  of  property  on  a  geographical  basis  at 
its  actual  cash  value,  real  estate  to  be  listed  separate  from  the 
improvements  thereon,  the  rate  on  moneys  and  credits,  however, 
being  placed  at  not  more  than  five  but  preferably  four  or  even 
three  mills,  it  being  recognized  that  an  efficient  administration 
of  the  general  property  tax  on  any  other  basis  is  impossible ; 
and  finally,  the  extension  of  the  ad  valorem  system  to  the  prop- 
erty of  public  service  corporations  in  order:  first,  to  obtain 
a  true  measure  of  fiscal  burdens  both  individual  and  corporate ; 
and  second,  to  find  a  common  ground  in  fair  valuation  for  the 
equitable  taxation  and  intelligent  regulation  of  these  great  and 
necessary  enterprises. 

While  conditions  are  materially  different  in  different  States, 
it  is  believed  that  this  fiscal  law,  founded  as  it  is  upon  central- 
ized administration,  actual  cash  value  of  property,  a  desirable 
substitute  or  substitutes  for  the  worn-out  personal  property 
tax,  and  the  equitable  distribution  of  taxes  received  from  public 
service  corporations,  is  sufficiently  elastic  to  serve  at  least  as  a 
working  basis  of  rational  tax  reform  in  the  average  American 
Commonwealth. 


TAX  LEGISLATION  IN  NEW  YORK,  1911 

By  Edward  L.  Heydecker 

Assistant  Tax  Commissioner,  City  of  New  York,  and  Secretary  of  the 
Utica  Tax  Conference 

The  changes  in  the  laws  relating  to  taxation  and  assessment 
in  New  York  this  year  are  important  and  far-reaching.  More 
subjects  have  been  dealt  with  at  this  one  session  than  in  the 
previous  ten  years.  Few  Legislatures  have  dealt  so  thoroughly 
with  so  many  tax  questions  at  one  session. 

Many  of  these  changes  are  a  continuation  of  policies  already 
in  force  in  some  degree.  All  of  the  changes  are  the  result  of 
educational  work  that  has  been  carried  on  for  a  number  of 
years.  These  changes  directly  and  radically  affect  assessments 
amounting  to  more  than  S2,000,000,000,  and  materially  change 
the  basis  of  state  revenues  amounting  to  $15,000,000. 

That  so  many  progressive  measures  have  been  secured  at  one 
legislative  session,  however,  is  largely  due  to  the  influence  of 
the  State  Conference  on  Taxation  which  was  held  at  Utica  early 
in  the  year,  and  which,  following  the  example  of  the  confer- 
ences of  the  National  Tax  Association,  brought  together  offi- 
cials, economists,  and  citizens  from  all  parts  of  the  State. 

The  State  of  New  York  has  been  represented  in  all  of  the 
conferences  of  the  National  Tax  Association,  and  its  delegates 
have  participated  in  the  discussions  and  proceedings.  The 
first  three  conferences  of  the  Association  confined  themselves 
to  a  discussion  of  the  general  principles  of  taxation,  and  the 
resolutions  adopted  dealt  only  with  these  underlying  principles. 
In  1910  four  committees  presented  reports  and  recommended 
specific  action  on  the  questions  discussed. 

It  was  then  felt  in  the  State  of  New  York  that  the  time  for 
state  action  had  arrived.  Accordingly  the  delegates  from  that 
State  united  in  a  letter,  which  was  addressed  to  the  President 
of  the  New  York  Tax  Reform  Association,  the  oldest  and  most 
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active  of  the  local  associations  concerned  with  matters  of  taxa- 
tion, and  saying  in  part  : 

"Our  object  in  writing  is  to  suggest  that  it  would  be  of  great 
advantage  to  the  State  of  New  York  to  call  a  State  Conference 
on  Taxation  modelled  in  general  upon  the  conferences  of  the 
National  Tax  Association.  We  believe  that  the  counties, 
cities  and  villages  would  participate  through  their  representa- 
tives, and  that  many  commercial  and  civic  organizations,  who 
are  interested  in  this  great  subject,  would  send  their  delegates. 
The  Secretary  of  your  Association,  Mr.  A.  C.  Pleydell,  is  also 
Secretary  of  the  National  Tax  Association,  and  has  aided  mate- 
rially in  making  the  conferences  of  that  association  successful. 
Your  Association  has  long  been  active  in  the  matter  of  pro- 
gressive tax  work  in  the  State  of  New  York,  and  we  believe  that 
you  should  take  the  lead  in  calling  such  a  conference  as  we 
suggest,  and  at  as  early  a  date  as  possible." 

The  Association  addressed  repHed,  saying  that 

"After  consultation  with  representatives  of  several  organiza- 
tions, and  others  interested,  we  have  decided  to  hold  this  Con- 
ference at  Utica,  which  is  a  central  point;  and  have  selected 
January  12-13,  1911,  as  the  best  time  for  such  a  Conference. 

"While  our  Association  is  pleased  to  undertake  the  work 
connected  with  the  arrangements  for  such  a  gathering,  we  feel 
that,  as  you  suggest,  the  Conference  should  be  thoroughly 
representative  of  all  sections  of  the  State,  and  of  different  points 
of  view,  and  that  a  large  part  of  its  usefulness  will  be  in  bring- 
ing together  the  various  officials  who  have  to  do  with  the  assess- 
ment and  collection  of  taxes.  The  program  should  be  suffi- 
ciently comprehensive  to  permit  of  a  consideration  of  the  admin- 
istrative difficulties  that  surround  the  operation  of  the  laws  as 
well  as  desirable  changes  in  the  laws  themselves.  It  should 
not,  however,  go  so  far  as  to  consider  any  of  the  details  of  state 
and  local  expenditures,  which  are  matters  quite  apart  from  the 
methods  of  collecting  public  revenues;  nor  should  any  ques- 
tions be  taken  up  other  than  those  concerning  which  there  is 
a  possibility  of  reaching  such  an  agreement  of  opinion  as  may 
bring  about  some  immediately  practical  results." 

Upon  this  basis  the  call  for  the  Conference  was  issued.  The 
model  was  the  annual  Conference  of  this  Association.  One 
vote  was  given  to  the  delegates  from  each  county,  city,  village, 
board  of  trade,  university,  and  state  department  represented, 
to  insure  the  active  participation  of  all  municipalities. 

The  results  were  gratifying. 
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There  were  135  delegates  present,  coming  from  38  counties 
in  all  sections  of  the  State.  These  delegates  represented  23 
county  boards  of  supervisors,  13  cities,  8  villages,  17  boards  of 
assessors,  10  boards  of  trade  and  state-wide  organizations,  and 
4  universities.  At  the  close  of  the  Conference  the  Chairman 
was  authorized  to  appoint  a  committee  to  call  a  similar  confer- 
ence the  following  year,  and  the  unanimous  feeling  was  one  of 
congratulation  and  success  and  a  desire  to  return  next  year. 

The  Conference  met  under  the  permanent  chairmanship  of 
the  Hon.  Egburt  E.  Woodbury,  Chairman  of  the  State  Board  of 
Tax  Commissioners.  Judge  Woodbury  has  been  one  of  the 
delegates  from  the  State  of  New  York  to  all  of  the  conferences 
of  this  Association.  In  his  opening  address  he  pointed  out  the 
power  and  weight  such  a  state  conference  could  have  in  shaping 
tax  legislation,  provided  the  Conference  confined  itself  to  ques- 
tions on  which  there  was  practical  unanimity  of  opinion  and 
avoided  entering  upon  contentious  questions.  He  showed  that 
the  pressing  need  was  the  improvement  of  the  administrative 
machinery  of  assessment,  rather  than  a  change  in  substantial 
law.  The  program  had  been  carefully  prepared  to  deal  with 
administrative  problems,  and  the  Conference  followed  the  wise 
advice  of  its  Chairman,  and  in  its  resolutions  advocated  changes 
in  administrative  methods. 

Among  the  recommendations  of  general  interest  in  the  reso- 
lutions adopted  were : 

1.  That  the  true  consideration  in  all  deeds  should  be  made 
known  to  the  assessor. 

2.  That  land  and  improvements  should  be  separately  as- 
sessed in  all  cities. 

3.  That  a  uniform  rule  for  county  equahzation  of  local 
assessments,  similar  to  the  rule  in  use  by  the  state  board, 
should  be  enacted. 

4.  That  a  county  supervisor  of  assessments  be  appointed, 
to  advise  the  local  assessors  in  their  work  and  to  assist  the  state 
board  in  its  work  of  supervision. 

5.  That  a  complete  system  of  fiscal  statistics  be  provided 
and  annual  publication  of  such  statistics  be  made. 

The  Conference  was  fortunate  in  having  at  its  sessions  the 
presence  of  Mr.  Allen  Ripley  Foote,  the  President  of  the  Na- 
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tional  Tax  Association,  and  Mr.  William  H.  Corbin,  Tax  Com- 
missioner of  Connecticut.  These  gentlemen  addressed  the 
Conference,  and,  by  their  presence  and  their  words,  materially- 
assisted  in  the  work  and  results.  Mr.  A.  C.  Pleydell,  the  sec- 
retary of  the  National  Tax  Association,  and  also  secretary  of 
the  New  York  Tax  Reform  Association,  served  as  chairman  of 
the  Committee  on  Arrangements,  which  issued  the  call  and  pre- 
pared the  program  of  the  meeting. 

Following  the  Conference  a  series  of  bills  was  prepared  and 
introduced  into  the  Legislature  to  carry  out  the  resolutions 
adopted.  These  bills  were  drafted  in  conference  with  the 
state  board  and  with  its  active  assistance  and  cooperation,  es- 
pecially from  its  chairman.  The  bills  were  submitted  to  all 
the  members  of  the  Utica  Conference  for  their  comments  and 
suggestions  for  amendments.  Upon  the  hearings  before  the 
Tax  Committees  of  the  Legislature,  the  bills  were  supported 
by  many  of  the  delegates  to  the  Conference,  including  members 
of  boards  of  supervisors,  city  assessors,  representatives  of  the 
state  Grange  and  of  local  boards  of  trade. 

There  can  be  no  question  of  the  potency  of  the  methods 
employed.  The  effect  upon  the  Legislature  of  these  united  de- 
mands of  taxing  officials  for  improved  methods  and  machinery 
was  admitted.  Eight  of  the  bills  introduced  were  passed  and 
signed  by  the  Governor,  and  five  of  the  eight  resolutions  of  the 
Conference  have  thus  been  carried  out  by  the  Legislature. 
And  we  have  also  the  satisfaction  of  knowing  that  the  changes 
made  upon  the  united  request  of  taxing  officials  and  taxpayers' 
representatives  will  be  carried  into  effect  with  the  least  possible 
friction  and  trouble. 

In  addition  to  the  bills  to  carry  out  the  resolutions  of  the 
Utica  Tax  Conference,  other  bills  to  carry  out  the  recommenda- 
tions of  this  Association  were  drafted  and  introduced.  A  bill 
embodying  the  model  inheritance  tax  law  recommended  by 
this  Association  at  the  Milwaukee  Conference,  and  a  bill  exempt- 
ing bonds  and  other  evidences  of  corporate  obligations  from  the 
general  property  tax  and  substituting  therefor  a  small  registra- 
tion tax,  were  passed  by  the  Legislature,  with  the  hearty  approval 
and  support  of  the  Governor. 
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The  New  Legislation 

The  new  legislation  provides  for  the  separate  assessment  of 
land  and  improvements  in  all  the  cities.  Three  quarters  of  the 
population  of  the  State  is  found  in  the  49  cities,  and  more  than 
75  per  cent  of  the  assessed  value  of  property  is  located  there. 
Hence  the  far-reaching  importance  of  this  amendment  of  the 
law  will  be  readily  seen.  The  improvement  which  must  speedily 
come  from  this  change  will  put  all  of  our  cities  on  the  same  high 
plane  of  efficiency  and  equality  of  assessment  which  has  been 
brought  about  in  the  city  of  New  York  in  consequence  of  a  simi- 
lar change  of  method  begun  in  1904.  The  new  statute  is  simple. 
It  merely  provides  for  an  additional  column  in  the  roll  in  which 
shall  be  set  do\\'n  the  value  of  the  land  wholly  unimproved. 
There  is  no  column  in  which  to  set  down  the  value  of  the  build- 
ings. This  follows  the  rule  in  New  York  City,  and  differs  from 
the  practice  in  Massachusetts,  New  Jersey,  and  Maine,  where 
the  value  of  the  buildings  is  noted  in  a  separate  column.  In 
this  respect  the  new  law  follows  the  recommendation  in  the 
report  of  the  Committee  on  Uniform  Classification  of  Real 
Estate.  The  reason  given  in  that  report  for  such  recommenda- 
tion is  that  when  there  is  a  separate  column  for  the  value  of  the 
buildings,  the  tendency  is  to  under-assess  the  land  and  over- 
assess  the  buildings  relatively  to  the  land. 

In  the  rest  of  the  State  outside  of  the  cities,  the  form  of  the 
assessment  roll  has  been  changed  so  that  the  assessment  of  real 
estate  will  hereafter  be  in  rem.  Heretofore  the  assessment  has 
been  against  the  owner  by  name,  and  all  of  the  parcels  owned  by 
one  man  have  been  gathered  and  entered  under  his  name,  re- 
gardless of  their  actual  location.  Now  the  law  provides  for  a 
description  of  each  parcel  and  its  separate  assessment.  The 
name  of  the  owner  will  appear,  }:)ut  it  is  expressly  declared  that 
such  name  is  only  an  aid  to  identify  the  parcel,  and  not  in  any 
way  a  part  of  the  assessment.  The  practice  in  New  York 
heretofore  has  been  the  same  as  in  most  of  the  Eastern  States, 
namely,  an  alphabetical  roll,  in  which  the  owners'  names,  ar- 
ranged alphabetically,  form  the  index  of  the  roll,  and  all  real 
estate  and  personal  property  are  grouped  against  such  owTier's 
name.     While  the  new  law  does  not  forbid  an  alphabetical  roll, 
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it  does  not  require  it,  and  the  new  provision  that  each  parcel 
must  be  separately  described  with  sufficient  clearness  to  iden- 
tify it,  coupled  with  the  provision  that  the  owner's  name  is 
merely  an  aid  to  identify  it  and  not  a  part  of  the  assessment, 
will  tend  towards  the  abandonment  of  the  old  practice.  This 
tendency  will  be  hastened,  it  is  believed,  by  the  instructions 
which  will  be  sent  to  the  local  assessors  by  the  state  board. 

The  question  of  equalization  has  always  been  a  vexed  ques- 
tion in  New  York,  as  it  is  elsewhere.  One  of  the  new  laws  pro- 
vides a  uniform  rule  of  equalization  to  be  followed  by  all  county 
boards  of  equalization,  and  requires  publication  in  the  reports 
of  the  county  boards  and  of  the  state  board  of  the  calculations 
by  which  the  equalization  has  been  made.  This  uniformity 
and  pubHcity  will  tend  to  minimize  the  evils  of  equalization. 

As  equalization  is  everywhere  a  troublesome  question,  the  new 
rule  in  New  York  is  given  here.     It  is  as  follows : 

"First,  the  ratio  or  percentage  which  the  assessed  value  of 
the  real  property  in  each  district  bears  to  its  full  value  shall  be 
established  by  the  board  upon  proper  inquiry  and  investiga- 
tion conducted  by  it,  and  shall  be  stated  in  a  resolution  by  the 
board  after  such  inquiry  and  investigation.  Second,  from  such 
ratio  or  percentage  values,  the  board  shall  then  determine  the 
aggregate  full  value  of  all  real  property  of  each  tax  district  by 
dividing  the  assessed  value  thereof  by  the  ratio  or  percentage 
value  as  ascertained  and  fixed  for  that  district.  Third,  the 
average  rate  of  assessment  of  the  real  property  in  the  county 
shall  then  be  determined  by  di\'iding  the  aggregate  assessed 
value  of  the  real  property  in  all  the  tax  districts  by  the  aggre- 
gate full  value  thereof  as  ascertained  in  the  manner  aforesaid. 
Fourth,  the  true  equahzed  value  for  each  tax  district  shall  then 
be  determined  by  multiplying  the  full  value  of  such  real  prop- 
erty in  that  tax  district  by  the  average  rate  of  assessment  for 
the  county.  Fifth,  deduct  from  or  add  to  the  assessed  value 
of  the  several  tax  districts  the  difference  between  the  assessed 
value  and  the  equalized  value  as  so  ascertained,  so  that  the 
amount  which  the  respective  tax  districts  are  increased  or 
diminished  from  the  assessed  value  \y\\\  be  shown,  and  the  total 
assessed  value  for  the  county  ^\ill  not  be  increased  or  diminished. 
Any  written  or  documentary  evidence  upon  which  the  percen- 
tages for  the  several  tax  districts  are  determined  by  the  board 
shall  be  preserved  and  the  ta])le  of  such  percentages,  employed 
in  making  the  equalization,  shall  be  reported  forthwith  l\v  the 
clerk  of  said  board  to  the  state  board  of  tax  commissioners  and 
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shall  be  published  in  the  proceedings  of  the  board  of  super- 
visors. Such  table  shall  also  be  published  in  the  report  of  the 
state  board  of  tax  commissioners." 

Special  franchises,  as  we  call  them  in  New  York,  that  is  to 
say,  the  tangible  and  intangible  values  of  the  public  service 
corporations  in  public  places,  are  assessed  by  our  State  Board. 
Heretofore  this  State  Board  has  assessed  at  full  value  and  has 
certified  at  full  value  to  the  local  assessors,  who  place  such  values 
upon  the  local  roll.  In  consequence  of  this,  hundreds  of  writs 
of  certiorari  were  taken  every  year  to  equalize  such  certified 
full  values  to  local  assessed  values.  This  unnecessary  and  use- 
less procedure  and  waste  of  time  and  money  has  been  stopped 
by  the  provision  that  the  State  Board  shall  equalize  before  cer- 
tifying to  the  local  assessors.  The  gain  which  this  change  will 
bring  about  in  increasing  efficiencj'  of  administration  and  re- 
moving useless  friction  and  irritation  between  taxpayers  and 
tax  officials  can  hardly  be  appreciated  by  any  one  not  thoroughly 
familiar  with  New  York  conditions. 

In  the  matter  of  reports  and  statistics  the  laws  of  New  York 
were  lamentably  weak.  Now  that  reproach  is  to  be  removed, 
for  the  new  laws  provide  for  the  collection,  compilation,  and 
pubhcation  of  complete  fiscal  statistics  of  all  the  municipahties 
of  the  State.  This  work  has  been  laid  upon  the  bureau  in  the 
State  Comptroller's  office,  which  is  charged  with  the  enforce- 
ment of  the  municipal  accounting  law,  and  there  is  every  pros- 
pect of  a  compilation  of  statistics  which  will  be  of  the  utmost 
value  in  tax  administration  and  the  study  of  tax  problems. 

Those  responsible  for  the  drafting  and  introduction  of  this 
new  law  feel  some  pride  in  its  passage,  because  the  question  of 
fiscal  statistics  is  in  such  an  unfortunate  condition  throughout 
the  whole  country.  No  State  publishes  complete  fiscal  statis- 
tics in  any  one  volume.  Many  of  the  statistics  of  taxation 
published  are  misleading.  New  Jersey  comes  nearest  perhaps 
to  the  ideal,  and  ISlinnesota  has  now  begun  such  a  compilation. 
In  most  of  the  other  States  many  of  the  taxes  levied  and  collected 
are  not  reported  or  published  in  any  way  that  is  accessible  to 
the  public.  Such  has  been  the  condition  in  New  York.  Hence 
the  significance  of  this  new  statute  which  will  provide  these 
long-desired  statistics. 
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Inheritance  Tax  and  Secured  Debt 

In  addition  to  these  administrative  measures  referred  to, 
two  laws  of  the  greatest  importance  have  been  passed  in  New 
York  this  year.  These  are  the  inheritance  tax  law  and  the  tax 
on  secured  debts.  As  the  new  inheritance  tax  will  be  discussed 
by  Governor  Dix  of  New  York  and  in  the  report  of  the  Inherit- 
ance Tax  Committee,  only  brief  reference  is  required  here.  The 
Utica  Tax  Conference  adopted  a  strong  resolution  on  this  sub- 
ject, following  the  line  of  the  report  of  the  Inheritance  Tax  Law 
Committee  of  this  Association.  New  York  has  now  reversed 
its  former  position  in  inheritance  taxation,  and,  regardless  of  the 
action  of  the  sister  States,  seeks  to  be  fair  and  just.  It  has 
ceased  to  tax  the  intangible  property  of  non-residents.  It 
does  not  matter  whether  this  was  done  entirely  from  motives  of 
pure  justice  or  whether  business  advantage  entered  into  con- 
sideration also.  It  is  right,  and  it  probably  will  pay.  Invest- 
ment in  the  stock  of  New  York  corporations  has  now  been  made 
very  attractive  to  residents  of  other  States,  because  they  are 
now  assured  that  the  State  of  New  York  will  no  longer  claim  a 
share  from  such  investments  at  their  death,  but  will  leave  them 
to  the  tender  mercies  of  their  own  State  in  that  regard.  In 
the  new  law  New  York  has  followed  the  advice  of  this  Associa- 
tion to  maintain  moderate  graded  rates  and  liberal  exemptions. 

The  tax  on  secured  debt  is  an  extension  of  the  principle  of 
the  mortgage  recording  tax.  It  is  provided  that  the  holder  of 
any  security  (other  than  commercial  paper)  of  any  corporation 
outside  of  the  State  of  New  York,  or  of  bonds  of  other  States 
and  their  subdivisions,  or  of  mortgages  outside  the  State,  may 
present  such  security  or  a  description  thereof  to  the  State  Comp- 
troller, pay  once  only  a  tax  of  one  half  of  one  per  cent,  and 
thereafter  hold  it  free  from  state  and  local  taxation  under  the 
general  property  tax.  This  tax  goes  to  the  state  treasury,  and 
is  expected  to  produce  several  millions  annually.  It  does  not 
interfere  with  local  revenue  to  any  appreciable  extent,  because 
very  few  bonds  are  now  listed  on  local  assessment  rolls.  Fur- 
thermore, the  market  advantages  of  ability  to  offer  tax-exempt 
securities,  it  is  believed,  will  speedily  lead  to  the  pajnnent  of 
the  tax  on  all  new  issues  offered  in  the  New  York  market. 
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In  this  new  tax  on  secured  debts  New  York  has  carried  for- 
ward the  principle  of  classification  of  personal  property  and  the 
imposition  of  specific  taxes  on  such  classes.  The  success  of  the 
mortgage  recording  tax,  which  originated  in  our  State,  led  New 
York  State  to  take  that  tax  as  the  model  for  its  new  law,  rather 
than  the  scheme  of  an  annual  tax  at  a  low  rate,  as  tried  in  Penn- 
sylvania and  Maryland.  Time  will  be  required  to  prove  the 
wisdom  of  the  change,  but  already  the  evidences  of  popular 
approval  are  numerous  and  the  indication  is  that  a  revenue  as 
satisfactory  as  that  under  the  mortgage  recording  tax  will  be 
forthcoming.  With  the  enactment  of  this  new  law  the  rem- 
nant of  personal  property  in  New  York  remaining  to  be  as- 
sessed under  the  general  property  tax  is  still  further  reduced. 

New  York  has  thus  given  careful  heed  to  the  advice  of  this 
Association.  There  were  four  committee  reports  presented 
last  year.  The  Committee  on  Uniform  Classification  of  Real 
Estate  recommended  separate  assessment  of  land  and  improve- 
ments, assessment  in  rem  against  the  land,  and  compilation  and 
publication  of  tax  statistics.  New  York  has  followed  this 
advice.  The  Committee  on  the  Causes  of  the  Failure  of  the 
General  Property  Tax  denounced  the  tax  as  applied  to  personal 
property,  and  recommended  its  abolition.  New  York  has  now 
abolished  this  tax  as  applied  to  bonds  and  other  evidences  of 
secured  debt,  and  has  placed  a  slight  registration  tax  on  such 
securities.  This  continues  a  policy  begun  fifteen  years  ago  of 
substituting  specific  taxes  for  the  general  property  tax.  The 
Committee  on  Uniform  Insurance  Taxation  recommended  a 
form  of  tax  such  as  is  now  in  force  in  New  York.  Finally  the 
Committee  on  Inheritance  Tax  presented  a  model  inheritance 
tax  law  which  New  York  has  copied  literally,  save  that  it  has 
reduced  the  rates  below  those  recommended  by  the  committee. 

New  York  awaits  with  interest  the  further  recommendations 
of  this  Association. 
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Professor  J.  H.  Dillard  (Louisiana) :  The  question  of 
state  conferences  seems  to  me  of  such  importance  that  I  would 
like  to  get  ail  the  information  possible  in  regard  to  the  Confer- 
ence in  New  York,  at  Utica.  I  understood  from  this  paper  that 
the  bodies  having  representation  there  were  universities  and 
local  boards  of  trade. 

Mr.  E.  L.  Heydecker  :  Universities,  local  boards  of  trade, 
and  all  organizations  state-wide  in  character  that  were  inter- 
ested in  the  system  of  state  taxation ;  counties,  cities,  and 
villages  were  also  represented. 

Professor  Dillard  :  May  I  ask  if  your  experience  in  that 
Conference  led  to  any  doubt  about  the  plan  of  representation  ? 

Mr.  Heydecker  :  The  plan  seemed  to  meet  universal  ap- 
proval, and  there  was  a  resolution  unanimously  requesting  a 
representation  along  the  same  lines  next  year. 

When  I  speak  of  local  boards  of  trade,  I  mean  that  only  one 
board  of  trade,  or  chamber  of  commerce,  from  each  city  or  town 
was  invited  to  be  represented ;  in  the  city  of  New  York,  with 
all  its  ward  organizations,  only  one  board  was  invited  to  be 
represented  at  the  Utica  Conference,  and  that  board  took  in  all 
the  interests  of  the  city. 

Professor  Dillard  :  My  reason  for  asking  the  question  is 
this :  I  don't  know  whether  others  have  had  the  same  experi- 
ence, but  I  have  found  a  singular  lack  of  interest  in  the  question 
of  taxation  among  the  ordinary  business  men  of  all  cities ; 
therefore  it  seems  to  me  if  some  means  could  be  devised  by 
which  there  could  be  representation  by  citizens  other  than  public 
officials,  it  would  be  a  good  idea. 

Mr.  a.  C.  Pleydell  :  I  presume  the  question  asked  by  the 
gentleman  from  Louisiana  will  interest  all  of  you.  As  one  of 
the  Committee  on  Arrangements  of  the  L^tioa  Conference,  I 
think  I  should  warn  you  of  the  danger  of  extending  invitations 
to  citizens'  organizations  which  are  too  much  localized  or  too 
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limited  in  their  activities.  We  limited  the  invitations  to  boards 
of  trade  to  those  which  were  city-wide  in  membership  and  em- 
braced all  classes  of  interests. 

From  our  experience  I  think  it  would  be  extremely  unwise  to 
give  the  voting  power  to  every  local  organization  representing 
any  one  class  in  the  community.  For  example,  Rochester  has 
a  Clothing  Manufacturers'  Board  of  Trade.  We  did  not  invite 
it.  You  get  too  much  of  one  kind  of  interest  in  this  way.  There 
is  no  objection  to  their  coming  to  the  Conference,  but  the  voting 
should  be  limited  to  one  board  of  trade  representing  the  whole 
business  interests  of  each  city,  town,  and  village.  In  the  call  for 
the  Conference  we  also  invited  each  of  the  county  boards  of 
supervisors  to  send  delegates,  as  many  as  they  chose ;  and  we 
invited  mayors  of  cities  and  presidents  of  villages  to  attend  and 
appoint  delegates ;  but  we  announced  that  every  village  or  city 
or  board  would  have  only  one  vote  in  the  Conference ;  so  that 
the  city  of  New  York,  represented  by  delegates  appointed  by 
the  Mayor,  had  exactly  the  same  vote  that  we  gave  to  the  Uttle 
towns  and  villages. 

I  think  that  was  the  greatest  element  in  contributing  to  the 
success  of  the  Conference ;  for  it  was  stated  to  us  by  many  who 
came  that  they  had  hesitated  to  come,  having  been  invited  to 
various  meetings  at  different  times,  and  when  they  arrived  at 
the  meetings  found  they  were  controlled  by  people  representing 
some  one  particular  interest,  or  one  particular  section  of  the 
State.  It  created  a  feeling  of  harmony,  just  as  I  think  it  does 
here,  to  find  that  those  who  organized  the  Conference  have  no 
control  over  its  management.  There  was  only  one  vote  to  each 
county  or  city  or  organization,  so  there  was  an  equahty  in  rep- 
resentation. 

Professor  John  E.  Brindley  (Iowa) :  The  proceedings  of 
the  Utica  Tax  Conference  have  been  a  matter  of  great  interest 
to  me  personally  and  to  our  Special  Tax  Commission  as  well, 
and  especially  from  the  standpoint  of  securing  pubhcity  for  the 
particular  things  which  it  is  planned  to  enact  into  the  law.  I 
would  like  to  ask  Mr.  Heydecker,  to  what  extent  was  preliminary 
work  done  throughout  the  various  sections  of  New  York  State 
prior  to  this  meeting  in  time  to  bring  the  delegates  and  the  peo- 
ple in  touch  with  the  idea? 
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Mr.  Heydecker  :  If  you  mean  by  preliminary  work  what  was 
done  between  the  time  the  Conference  was  determined  upon  and 
the  date  of  meeting,  there  was  practically  nothing,  except  the 
letter  of  invitation  that  I  have  referred  to,  the  responses,  the 
appointment  of  a  committee  on  arrangement,  and  the  prepara- 
tion and  sending  out  by  that  committee  of  the  circulars  of  in- 
vitation. They  were  sent  out  very  generally  to  state  and  city 
and  town  officials,  and  to  the  press  and  boards  of  trade.  But 
back  of  this,  if  your  question  is  taken  a  little  more  broadly,  I 
may  say  that  the  New  York  Tax  Reform  Association  has  been 
for  twenty  years  stirring  up  interest  in  this  question. 

Professor  Brindley  :  Were  the  details  and  ideas  placed  in 
the  hands  of  delegates  before  this  Conference  was  called? 

Mr.  Heydecker  :  No,the  program  was  printed,  and  when  the 
delegates  met,  they  took  up  the  questions  just  as  is  done  here. 

Mayor  Rosslyn  M.  Cox  (Middletown,  N.Y.) :  As  I  rep- 
resent one  of  the  small  cities  of  the  State  of  New  York,  Middle- 
town,  what  I  can  say  in  reference  to  the  workings  of  the  New 
York  State  Conference  on  Taxation  at  Utica  will  perhaps  be 
opportune  at  this  time.  When  I  took  office  as  Mayor  on  the 
1st  of  January,  I  found  on  my  desk  a  call  for  the  Utica  Tax 
Conference.  Now  I  have  found,  as  has  been  said  here,  that 
the  people  generally,  the  business  people  of  the  community, 
take  but  little  interest  in  the  tax  question ;  if  they  find  that 
their  property  is  assessed  a  little  lower  than  they  think  their 
neighbor's  is  assessed,  they  are  satisfied. 

I  attended  the  Utica  Tax  Conference,  having  paid  very  little 
attention  to  the  tax  question  before  that  time,  and  my  interest 
in  the  subject  of  taxation  was  so  aroused  that  I  went  back  home 
and  immediately  set  to  work  to  prepare  amendments  to  the 
charter  of  the  city  of  Middletown  along  the  lines  recommended 
by  the  Utica  Tax  Conference.  And  after  I  had  talked  and 
agitated  the  question  of  taxation  of  my  city  for  less  than  a  month, 
I  found  more  experts  on  taxation  in  that  little  city  than  there 
are  in  this  room  to-day,  representing  as  you  do  the  whole  United 
States  and  Canada. 

But  the  result  of  it  all  bore  fruit.  I  recommended  to  our 
Board  of  Aldermen  that  I  be  permitted  to  appoint  a  committee 
to  assist  me  in  amending  our  city  charter,  and  I  was  able  in  that 
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committee  to  get  a  report  recommending  that  three  assessors 
be  legislated  out  of  office  and  one  be  appointed  by  the  Mayor. 
That  is  taking  a  long  step  in  the  direction  recommended  by  the 
Utica  Tax  Conference,  as  I  understood  it.  I  also  succeeded  in 
having  that  committee  make  the  very  same  recommendation 
for  the  amendment  of  our  city  charter  as  was  afterwards  enacted 
into  our  state  law,  and  the  city  of  Middletown  succeeded  in 
having  its  charter  passed  bearing  the  same  identical  provision 
in  reference  to  the  listing  of  its  property  in  separate  columns  in 
reference  to  real  estate  and  improvements  as  was  afterwards 
enacted  into  the  general  law  of  the  State  of  New  York  for  all 
cities.  We  go  a  step  further,  and  our  charter  provides  for  the 
publication  of  the  assessment  lists.  We  also  provided  for  the 
collection  of  taxes  in  semi-annual  periods,  which  was  later  in 
the  session  adopted  for  New  York  City. 

Now,  the  result  of  all  this  is  that  there  is  the  greatest 
difference  m  the  assessment  rolls  as  prepared  for  1912, 
which  were  just  being  completed  as  I  left  for  this  Conference, 
as  compared  with  the  two  previous  years,  and  I  don't  know 
whether  when  I  get  home,  after  the  people  have  read  what 
has  been  done  by  the  assessor  I  appointed,  they  will  mob  me 
or  not. 

The  interest  aroused  by  the  Tax  Conference  at  Utica  has 
certainly  borne  fruit,  and  if  the  other  delegates  who  attended 
that  convention  went  home  and  created  only  a  part  of  the 
interest  which  I  was  able  to  create,  the  question  of  taxa- 
tion, which  is  the  most  important  one  before  the  people, 
will  have  taken  root  in  the  minds  of  the  business  men  of 
New  York,  as  well  as  different  classes  of  people,  and  great  re- 
sults will  follow. 

Mr.  William  H.  Corbin  (Connecticut) :  I  wish  to  bear  testi- 
mony that  the  gentlemen  who  have  explained  the  workings  of 
the  Conference  at  Utica,  New  York,  have  been  all  too  modest  — 
they  are  the  gentlemen  who  conducted  that  Conference.  I 
never  attended  any  conference  that  was  better  carried  out  in 
all  its  details,  and  it  seems  to  me  that  it  would  be  advantageous 
for  all  those  who  are  at  this  Conference  that  can  possibly  do  so 
to  attend  the  next  Conference  in  New  York.  I  have  attended 
the  International  Tax  Conferences,  but  I  think  I  have  received 
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more  practical  aid  from  the  Conference  at  Utica  than  I  have  at 
the  International  Conferences. 

Dr.  James  K.  Patterson  (Kentucky) :  We  have  listened 
with  great  interest  to  the  three  very  important  papers  which 
have  been  read;  they  are  lucid  and  emphatic  in  their  exposi- 
tions and  conclusions.  The  first  reveals  a  state  of  things  which, 
in  my  opinion,  appears  to  be  very  unsatisfactory  in  Virginia; 
the  second,  a  state  of  things  unsatisfactory  in  Iowa,  but  to  a 
lesser  degree  than  in  Virginia ;  and  the  third  a  condition  of  things 
in  New  York  utterly  satisfactory ;  they  were  all  very  ably  pre- 
pared, and  I  am  sure  will  be  read  with  great  interest  when  pub- 
lished in  the  proceedings  of  this  Conference. 

In  Kentucky,  where  I  live,  there  is  a  very  general  horror  of 
taxation,  and  in  the  majority  of  the  outlying  counties  this  is 
especially  true,  and  they  will  not  send  anybody  to  the  General 
Assembly  who  is  not  bound  to  vote  against  all  taxes  whatever. 
Well,  that,  I  believe,  grows  out  of  the  conviction  that  taxation 
is  inequitably  assessed.  I  don't  think,  however,  that  the  people 
of  Kentucky,  any  more  than  the  people  of  any  other  State,  are 
opposed  to  the  payment  of  a  just  tax,  but  they  have  the  convic- 
tion that  taxation  deals  with  them  inequitably.  I  believe  that 
is  the  prevailing  reason  in  those  countries  where  evasion  of  taxes 
prevails  to  the  greatest  extent.  Now,  the  remedy,  it  seems  to 
me,  is  to  establish  a  propaganda  for  civic  righteousness.  The 
people  want  to  know  that  the  tax  levied  upon  them  is  just  and 
equitable,  but  we  cannot  produce  that  result  until  we  first  es- 
tablish several  fundamental  principles  underlying  the  principle 
of  taxation,  and  this,  it  seems  to  me,  these  conferences  are  try- 
ing to  do,  and  I  think  they  have  been  eminently  successful 
because  of  the  results  we  have  noticed  this  morning  as  accruing 
in  New  York.  The  American  people  are  not  disposed,  as  a 
rule,  to  be  dishonest,  and  I  think  it  is  working  a  great  hardship 
upon  the  people  of  any  country  to  tax  them  upon  any  principle 
other  than  that  which  is  just  and  equitable.  If  they  feel  the  tax 
is  unjust  and  inequitable,  they  will  evade  it  as  far  as  they  can, 
and  this  evasion  will  develop  into  fraud  probably,  and  fraud 
develops  into  felony.  We,  of  the  United  States,  are  holding 
aloft  the  banner  of  freedom ;  we  are  endeavoring  to  improve 
ourselves;    we  are  endeavoring  to  improve  other  nations  by 
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precept  and  example ;  in  order  to  establish  the  best  results  for 
these  ends  we  must  lay  our  foundation  upon  the  principles  of 
equity  and  justice  to  our  citizens. 

Appeal  to  the  citizen  to  pay  his  tax  like  a  man,  and  convince 
him  that  the  tax  is  just  and  equitable,  and  that  it  is  honorable 
that  he  do  not  evade  the  payment  of  this  just  taxation,  and  you 
lay  the  foundation  for  a  yeomanry  and  a  citizenship  who  are 
grounded  in  the  principles  of  honor  and  fair  dealing,  and  who 
will  carry  forward  the  institutions  under  which  they  have  been 
bred  and  grow  up  to  a  still  higher  degree  of  efficiency  and  frui- 
tion. 

Mr.  J.  H.  McCoNLOGUE  (Iowa) :  I  am  very  much  interested 
in  the  papers  which  were  read  this  morning.  I  had  felt  that 
Iowa  was  rather  derelict  in  tax  reform,  but  after  listening  to 
Dr.  Freeman's  resume  of  conditions  in  Virginia,  I  felt  inclined 
to  suggest  that  Virginia  needs  another  Patrick  Henry. 

Now,  touching  the  question  of  what  Iowa  proposes  to  do. 
Professor  Brindley  has  stated  fairly  the  views  of  the  Commis- 
sion now  at  work  along  these  lines.  One  thing  that  I  think 
personally,  though  I  will  not  attempt  to  bind  the  Commission 
by  any  remarks  I  may  make  on  that  score,  is  that  the  law  is  not 
so  bad  if  it  were  enforced.  I  am  in  favor  of  the  State  Tax  Com- 
mission being  appointed  by  the  Governor,  from  among  men  who 
show  that  they  have  special  qualifications  for  their  work ;  that 
the  Governor  must  satisfy  himself  that  they  have  the  learning, 
the  ability,  and  the  courage  to  do  the  work  imposed  upon  them 
as  members  of  the  Commission.  I  am  in  favor  of  the  same  rule 
being  applied  to  the  appointment  of  County  Assessors,  and  I 
think  Avith  the  County  Assessors,  Local  Boards  of  Review,  and 
a  State  Commission  that  one  of  the  very  best  systems  of  meet- 
ing the  demands  of  equitably  and  justly  taxing  property  will 
have  been  reached. 

I  want  to  express  great  pleasure  on  my  own  behalf  and  on 
behalf  of  my  fellow-commissioners  in  being  at  this  Conference 
and  in  being  in  old  Virginia,  the  mother  of  Presidents,  and  of 
States,  where  we  got  our  first  inspirations  for  the  freedom  and 
equality  of  man. 

Professor  Dillard  :  Mr.  Heydecker  in  his  address  spoke 
about  separate  assessments,  I  did  not  catch  the  plan ;  you  said 
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you  had  a  separate  column  for  the  unimproved  value  of  the  land, 
but  no  separate  column  for  the  improvements. 

Mr.  Heydecker  :  No  separate  column  in  which  the  value  of 
improvements  is  set  down. 

Professor  Dillard  :  You  simply  have  a  column  for  the 
whole  and  then  the  land  value? 

Mr.  Heydecker  :  Yes,  that  was  "explained  last  year  in  the 
report  of  the  Committee  on  Uniform  Classification  of  Real 
Estate.  [See  also  report  of  committee  on  Real  Estate  Assess- 
ment in  this  volume.] 

Mr.  Geo.  E.  Pomeroy  (Ohio) :  I  don't  think  it  was  made 
entirely  clear  as  to  separating  the  value  of  land  from  the  value  of 
buildings  in  the  assessment  books.  For  instance,  in  New  York 
city,  you  don't  appraise  the  building  by  itself,  but  only  as  part 
of  the  whole  assessment. 

It  is  easy  to  understand  how  you  can  appraise  the  value  of 
the  ground  at  its  true  value ;  there  is  sufficient  evidence  always 
obtainable  by  which  we  can  arrive  at  what  its  right  value  is ; 
but  when  you  take  into  consideration  the  building  upon  it,  it 
seems  to  me  there  has  to  be  the  greatest  liberality  in  its  treat- 
ment in  order  to  be  fair  with  the  taxpayer.  I  do  not  understand 
how  that  has  been  treated  in  New  York.  As  you  probably  are 
well  aware,  buildings  of  small  value  upon  very  valuable  ground 
produce  the  best  returns  on  the  actual  cash  invested  in  both 
ground  and  building ;  but  where  a  citizen  undertakes  to  remove 
the  ordinary  building  and  put  upon  it  a  building  of  modern  pre- 
tensions, we  are  well  aware  that  for  the  first  five  j^ears  at  least, 
the  return  from  that  building  is  inadequate,  and  so  much  of 
good  management  must  enter  into  the  conduct  of  that  building, 
that  it  seems  to  me  that  it  must  be  considered  by  assessing 
boards  and  no  rule  set  up  by  which  such  properties  shall  be 
assessed.  I  would  like  to  ask  by  what  method  you  in  New  York 
assess  the  large  buildings  in  the  financial  district,  or  even  up 
about  Madison  Square ;    how  you  arrive  at  the  values  ? 

Chairman  Purdy:  That  raises  a  very  interesting  question, 
and  one  which  you  may  desire  to  discuss  at  some  length,  but  the 
discussion  of  it  will  probably  be  more  appropriate  after  the  re- 
port of  the  Committee  on  Real  Estate  Assessment.  That  will 
make  this  subject  more  clear. 
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[Mr.  Kennan  then  spoke  extemporaneously  on  the  Wisconsin 
Income  Tax  Law ;  there  was  no  discussion  following  his  address. 
The  paper  by  Professor  Plehn  on  California  legislation  was  not 
read,  Mr.  Plehn  being  prevented  from  attending.  The  Con- 
ference voted  that  the  paper  be  accepted  and  published  in  the 
proceedings.] 


WISCONSIN  INCOME  TAX  LAW 

By  Kossuth  Kent  Kennan 
Chief  of  Income  Tax  Bureau,  Madison,  Wis. 

I  HAVE  been  asked  to  give  a  brief  and  informal  account  of  the 
income  tax  law  which  was  recently  passed  by  the  Wisconsin 
legislature  and  was  signed  by  the  Governor  just  eight  weeks  ago 
to-day.  It  is  a  rather  long  and  complicated  law,  comprising 
over  twenty  printed  pages  in  pamphlet  form,  and  I  can  only 
touch  lightly  upon  some  of  its  more  salient  features. 

It  was  stated  by  some  prominent  writer  on  taxation,  not  long 
ago,  that  no  State  north  of  Mason  and  Dixon's  Line  or  west  of 
the  coast  or  seaboard  States  had  ever  adopted  an  income  tax ; 
but  this  statement  is  no  longer  true.  Wisconsin  has  broken  the 
ice,  and,  to  carry  the  simile  a  little  further,  some  of  us  who  are 
charged  with  the  administration  of  the  tax  may  possibly  find 
ourselves  in  rather  deep  water,  for  the  law  is  something  more 
than  an  income  tax.  It  abolishes  the  much  discredited  tax  upon 
intangible  property  in  our  State,  and  establishes  the  income  tax 
as  a  substitute.  To  meet  the  expectations  of  its  framers  the  in- 
come tax  law  must  be  made  to  yield  annually  something  like  a 
million  or  a  million  and  a  half  dollars,  in  other  words  about  ten 
times  as  large  a  sum  as  any  State  in  the  Union  has  thus  far  suc- 
ceeded in  raising  by  this  means  in  time  of  peace. 

Now,  the  question  is  often  asked,  "What  amount  of  tax  will 
your  State  lose  by  abolishing  the  tax  upon  intangible  property  ?  " 
It  might  be  thought  that  if  our  statistics  were  in  proper  shape 
the  exact  amount  could  be  stated.  Unfortunately,  however, 
we  have  one  headmg  in  our  assessment  rolls,  which  reads,  "All 
other  personal  property,"  and  while  we  know  how  much  is 
assessed  under  this  heading  in  this  State,  we  do  not  know  what 
portion  of  it  refers  to  intangible  property  and  what  portion  to 
tangible.     As  those  of  you  know  who  have  had  to  do  with  the 
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practical  work  of  assessment,  this  heading  is  used  as  a  sort  of 
omnium  gatherum,  and,  like  charity,  covers  a  multitude  of  sins. 

The  beginning  of  the  agitation  for  an  income  tax  may  be  traced 
to  the  year  1900,  when  our  energetic  and  radical  advance 
agents,  the  Wisconsin  Social  Democratic  Party,  Populists 
(Middle  of  the  Road),  the  People's  Party  (Fusion),  and  the  Farm- 
ers' Alliance  each  had  planks  in  its  platform  advocating  an 
income  tax.  The  sentiment  in  favor  of  income  taxation  gained 
in  strength  to  such  an  extent  that  on  April  28,  1903,  a  joint 
resolution  was  introduced  to  amend  the  Constitution  by  adding 
to  Section  1,  Art.  VIII  (being  the  uniformity  clause  of  the 
Constitution),  the  words,  "Provided  that  the  legislature  may 
provide  for  a  graduated  tax  on  incomes."  This  amendment 
was  passed  with  but  one  dissenting  vote  in  each  house.  Under 
our  system  in  Wisconsin  it  should  have  been  advertised  for  three 
months  before  the  next  election,  after  which  it  was  required  to 
be  agreed  to  by  another  legislature  and  then  submitted  to  the 
people.  Through  an  oversight,  the  Secretary  of  State  neglected 
to  advertise  it  within  the  time  prescribed,  and  the  work  of  the 
previous  legislature  went  for  naught. 

In  1904  the  platforms  of  the  two  dominant  parties,  the  Re- 
publicans and  the  Democrats,  expressly  favored  an  amendment 
to  the  Constitution  permitting  income  taxation,  and  at  the 
beginning  of  the  session  of  1905,  the  Governor's  message  strongly 
urged  the  passage  of  a  constitutional  amendment.  At  the  leg- 
islative session  of  1905,  a  so-called  substitute  resolution  was 
introduced  which  was  somewhat  broader  in  its  terms,  and 
amended  Section  1,  Art.  VIII,  of  the  Constitution  so  as  to  make 
it  read  : 

"The  rule  of  taxation  shall  be  uniform,  and  taxes  shall  be 
levied  on  such  property  as  the  legislature  may  prescribe.  Taxes 
may  also  be  imposed  on  incomes,  privileges  and  occupations, 
which  taxes  may  be  graduated  and  progressive  and  reasonable 
exemptions  may  be  provided." 

This  amendment  was  passed  by  large  majorities  in  both 
houses,  was  properly  advertised,  and,  at  the  legislative  session 
of  1907,  was  agreed  to  unanimously  in  the  senate  and  had  only 
one  vote  against  it  in  the  assembly.     In  November,  1908,  it 
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came  before  the  people  at  the  general  election,  and  was  ratified 
by  a  popular  vote  of  85,696  in  its  favor  as  against  37,729  in 
opposition. 

When  the  legislature  next  met  in  1909,  a  bill  was  introduced 
in  each  house  which  was  drawn  in  the  main  by  a  member  of 
our  Tax  Commission,  who  is  present  to-day ;  but  it  was  not 
claimed  that  it  was  perfect  or  complete,  and  it  was  presented  as 
a  merely  tentative  measure  for  further  consideration,  discussion, 
and  amendment.  It  was  soon  realized  that  the  subject  was  too 
large  and  important  to  be  handled  successfully  in  the  brief  period 
of  the  legislative  session,  and  a  special  committee  was  appointed 
—  four  members  of  the  House  and  three  of  the  Senate  —  to 
investigate  and  perfect  the  bill  as  a  vacation  committee.  This 
committee  held  meetings  in  all  the  larger  cities  of  the  State,  and 
invited  public  discussion  of  the  bill. 

1  should  have  perhaps  stated  that  the  platforms  of  all  the 
parties  continued  during  this  period  to  pronounce  strongly  in 
favor  of  an  income  tax,  and  the  Governor's  message  of  1907  and 
1909  strongly  recommended  such  a  tax. 

In  1911  our  new  Governor,  Hon.  Francis  E.  McGovern,  went 
a  little  further  in  this  respect  than  his  predecessors,  and  it  may 
interest  you  to  know  that  he  quoted  approvingly  the  report  of 
the  committee  of  this  organization  upon  the  causes  of  the  failure 
of  the  general  property  tax,  and  added  the  following  suggestion : 


"It  is  understood  that  this  action  of  the  conference  was  in 
harmony  with  the  consensus  of  opinion  among  Tax  Commis- 
sioners of  this  country  generally. 

"  To  meet  this  situation  it  has  been  proposed  that  a  progressive 
income  tax,  with  provision  for  reasonable  exemption,  should 
be  gradually  substituted  for  the  personal  property  tax,  the 
latter  to  be  abolished,  at  least  so  far  as  it  applies  to  moneys, 
credits  and  intangible  personal  property,  concerning  the  taxa- 
tion of  which  it  is  very  clear  that  the  present  law  has  completely 
broken  down. 

"Another  plan  is  to  re-classify  personal  property  for  purposes 
of  taxation.  The  nature  and  scope  of  such  reclassification  will 
depend,  of  course,  upon  whether  or  not  an  income  tax  may  be 
levied  at  the  same  time.  For  in  either  case  it  will  be  more  or 
less  in  the  nature  of  a  substitute  for  some  form  of  present  taxa- 
tion." 
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This  was  a  notable  utterance,  because,  so  far  as  I  am  aware, 
it  is  the  first  time  that  any  Governor  in  this  country  has  had 
the  courage  to  boldly  advocate  the  abolishing  of  the  tax  upon 
moneys,  credits,  and  intangible  personal  property. 

The  bill  which  was  presented  to  the  legislature  of  1911  met 
with  much  opposition,  and  a  great  number  of  amendments  to 
it  were  proposed,  —  some  of  them  evidently  designed  to  make 
the  bill  so  objectionable  that  it  could  not  be  passed. 

In  the  month  of  April  the  legislature  employed  Professor 
Kinsman  to  assist  in  drafting  the  bill,  and  Professor  Adams,  now 
of  the  Tax  Commission,  also  added  materially  in  getting  it  into 
proper  shape.  The  bill  was  eventually  passed  in  the  Assembly 
by  a  vote  of  54  to  25,  and  in  the  Senate  by  the  very  narrow  mar- 
gin of  one  vote.  When  the  bill  came  before  the  Governor  for 
his  signature,  he  considered  it  of  such  great  importance  that  he 
wrote  a  special  message  setting  forth  its  objects  and  merits. 

As  I  have  already  intimated,  I  cannot  undertake  a  detailed 
analysis  of  all  the  provisions  of  the  bill,  but  can  allude  to  only 
a  few  of  the  more  important  features.  The  law  starts  out  with 
an  attempt  —  always  dangerous  —  to  define  income,  and  one 
of  the  first  statements  made  has  given  rise  to  as  much  objection 
as  any  other  feature  of  the  whole  law.     It  reads : 

"The  term  'income,'  as  used  in  this  act,  shall  include:  (a) 
All  rent  of  real  estate,  including  the  estimated  rental  of  resi- 
dence property  occupied  by  the  owner  thereof." 

At  first  glance  almost  every  taxpayer  seems  to  think  that 
this  provision  is  extremely  unjust,  and  I  have  had  to  explain  the 
reasons  for  it  a  great  many  times.  You  will  perhaps  remember 
that  at  the  time  of  the  Civil  War  Income  Tax  there  was  much 
opposition  in  Congress  to  the  proposal  to  tax  the  rental  value 
of  homesteads,  and  the  inequality  which  would  result  from  the 
failure  to  do  so  was  sought  to  be  avoided  by  exempting  from 
income  the  rent  paid  for  a  home. 

This  plan  worked  very  badly,  because,  in  the  first  place,  large 
and  fictitious  rentals  soon  became  quite  common,  and,  in  the 
second  place,  the  federal  government  lost  a  large  amount  of 
income  tax  which  it  might  have  collected  if  the  owner  of  his 
residence  had  been  compelled  to  pay  upon  the  rental  value  and 
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the  man  who  rented  a  house  had  not  been  permitted  to  deduct 
the  amount  of  rent  paid  by  him. 
The  second  item  of  income  includes : 

"All  wages,  salaries  or  fees  derived  from  services,  provided 
that  compensation  to  public  officers  for  public  sor\'ices  shall  not 
be  computed  where  the  taxation  thereof  would  be  repugnant 
to  the  Constitution." 

Leaving  it  to  the  tax  commission  apparently  to  decide  what 
cases,  if  any,  would  be  repugnant  to  the  Constitution. 

A  third  item  which  should  give  satisfaction  to  our  single-tax 
friends  is  the  inclusion  in  income  of  all  profits  derived  from  the 
purchase  and  sale  of  any  property  acquired  within  three  years 
previous  —  a  sort  of  unearned  increment  tax. 

There  are  numerous  deductions  and  exemptions  which  I  have 
barely  time  to  enumerate.  For  example,  the  deductions  al- 
lowed for  corporations  consist  of  — 

Wages  paid  to  officers  or  employees,  provided  that  if  such 
wages  amount  to  more  than  S700  per  year,  the  name,  address, 
and  amount  paid  each  officer  or  employee  must  be  reported, 

Other  ordinary  and  necessary  expenses  of  the  business: 

Losses  not  compensated  by  insurance  or  otherwise. 

Taxes, 

Dividends  or  income  received  from  companies  already 
assessed  for  income  tax, 

Interest  received  from  exempt  bonds. 

The  deductions  allowed  to  individiuils  are: 

Business  expenses, 

Losses  not  compensated  by  insurance  or  otherwise, 
Dividends  or  income  from  companies  which  have  been  already 
assessed  for  income  tax. 
Interest  on  indebtedness, 
Salaries  of  United  States  ofiicials. 
United  States  pensions, 
Taxes, 
Inheritances  and  life  insurance  to  the  amount  of  $10,000. 

No  exemptions  are  allowed  to  corporations,  but  the  exemp- 
tions to  individuals  are  quite  liberal,  consisting  of  §800  to  a 
single  individual,  S1200  for  husband  and  wife,  §200  for  each 
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child  under  the  age  of  eighteen  years,  and  $200  for  each  addi- 
tional person  for  whose  support  the  taxpayer  is  legally  liable 
and  who  is  entirely  dependent  upon  the  taxpayer  for  his  support. 
The  family  is  taxed  as  a  unit,  the  income  of  the  wife  and  chil- 
dren being  added  to  that  of  the  husband. 

The  rates  upon  taxable  income  (and  by  taxable  income  we 
mean  the  net  income  after  all  deductions  and  exemptions  have 
been  allowed)  are  as  follows : 

Upon  the  first  $1000,  or  any  part  thereof,  1  per  cent, 
Upon  the  second  $1000,  or  any  part  thereof,  1}4  per  cent. 
Upon  the  third  $1000,  or  any  part  thereof,  Ij^^  per  cent, 
Upon  the  fourth  $1000,  or  any  part  thereof,  1^  per  cent, 
Upon  the  fifth  $1000,  or  any  part  thereof,  2  per  cent, 
Upon  the  sixth  $1000,  or  any  part  thereof,  2}/^  per  cent, 
Upon  the  seventh  $1000,  or  any  part  thereof,  3  per  cent, 
Upon  the  eighth  $1000,  or  any  part  thereof,  33^  per  cent. 
Upon  the  ninth  $1000,  or  any  part  thereof,  4  per  cent, 
Upon  the  tenth  $1000,  or  any  part  thereof,  43/^  per  cent. 
Upon  the  eleventh  $1000,  or  any  part  thereof,  5  per  cent, 
Upon  the  twelfth  $1000,  or  any  part  thereof,  53^  per  cent, 
and  all  in  excess  of  $12,000,  6  per  cent. 
This  plan  has  the  great  merit  of  having  small  steps  so  far  as 
the  rates  are  concerned,  at  the  lower  portion  of  the  scale,  but  it 
has  the  demerit  of  having  rather  large  steps  as  regards  the 
grade  or  amount  of  taxable  income.     In  most  countries,  not 
only  does  the  rate  proceed  by  small  additions,  but  the  grades  of 
income  to  which  it  applies  are  also  minutely  subdivided  in  the 
lower  portion  of  the  scale.     For  example,  while  the  Wisconsin 
law  provides  for  grades  of  $1000  each  up  to  $12,000,  with  all 
amounts  above-that  proportional  at  6  per  cent,  Prussia  has  17 
grades  before  $1000  of  taxable  income  is  reached,  Austria  23, 
and  Sweden  29.     The  Wisconsin  rates  represent  a  series  of  steps 
first  of  one  quarter  of  one  per  cent  and  then  one  half  of  one  per 
cent.     The  rates  are,  in  a  sense,   cumulative.     For  example, 
the  tax  on  the  first  $1000  of  taxable  income  is  $10;    upon  the 
second,  $12.50 ;  upon  the  third  $15.00,  and  so  on.     This  is  likely 
to  prove  misleading,  as  people  get  the  idea  that  if  the  rate  on 
the  fifth  thousand  is  two  per  cent,  the  tax  would  be  two  per  cent 
of  the  whole  sum.     But,  as  a  matter  of  fact,  the  true  rate  would 
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be  the  average  of  2  per  cent  and  the  preceding  rates.  While 
the  rate  for  the  twelfth  thousand  is  53^2  P^^  cent,  the  tax  on 
$12,000  would  be  only  $355,  or  2.95  per  cent.  The  Wisconsin 
table  of  rates  is  unique  in  several  particulars.  If  represented 
upon  a  diagram,  the  rates  prescribed  by  the  law  would  have  the 
appearance  of  a  stairway  from  1  per  cent  to  6  per  cent,  while 
the  true  rate  would  be  a  comparatively  straight  line  gradually 
approaching  the  upper  landing  of  the  stairway.  As  compared 
with  the  average  line  of  progression  of  income  rates  in  forty 
foreign  countries,  the  line  of  true  rates  in  Wisconsin  rises  less 
rapidly  in  its  lower  grades,  crosses  the  other  line  at  about  S15,000 
of  taxable  income,  and  from  that  point  is  materially  higher  than 
the  average  of  the  foreign  rates. 

The  table  of  rates  for  corporations  differs  materially  from  that 
for  individuals,  and  the  principle  upon  which  it  is  based  is  some- 
what novel.  The  theory  of  which  this  table  is  an  outgrowth  is 
that  the  larger  the  corporate  investment  in  proportion  to  the 
profits  earned,  the  lower  should  be  the  rate  of  tax.  Thus  if  the 
taxable  income  equals  1  per  cent  or  less  of  the  assessed  value 
of  the  property  used  and  employed  in  the  acquisition  of  such 
income,  the  rate  of  tax  is  one  half  of  1  per  cent  upon  the  income. 
If  the  taxable  income  is  more  than  1,  but  not  to  exceed  2  per 
cent  of  the  assessed  value  of  the  property  used  in  the  acquisition 
of  such  income,  the  rate  of  tax  is  1  per  cent.  If  more  than  2  per 
cent  and  less  than  3,  the  rate  is  13/^  per  cent,  and  so  on  by  steps 
of  1  per  cent  for  the  proportion  and  one  half  of  1  per  cent  for  the 
rate,  until  6  per  cent  is  reached,  when  the  profits  amount  to  12 
per  cent.  The  rate  for  all  profits  of  more  than  12  per  cent  is 
uniform  at  6  per  cent.  There  seems  to  have  been  some  doubt 
in  the  mind  of  the  legislature  as  to  the  constitutionality  of  this 
peculiar  method  of  taxing  corporations,  and  the  specifications  as 
to  rates  are  followed  by  the  following  unusual  provision  of  the 
law: 

The  legislature  intends  subsection  2  of  section  1087w-6 
of  this  act  (the  table  of  rates  for  corporations)  to  be  a  separable 
part  thereof,  so  that  said  subsection  may  fail  or  be  declared 
invalid  without  adversely  affecting  any  other  part  of  the  act ; 
provided  that,  in  event  of  its  failing  or  being  declared  invalid, 
the  incomes  of  corporations,  joint  stock  companies,  and  associa- 
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tions  shall  be  subject  and  shall  be  construed  to  have  been  sub- 
ject to  taxation  at  the  rates  specified  in  subsection  1  of  section 
1087w-6  (the  rates  provided  for  individuals),  and  said  in- 
comes shall  be  reassessed  by  the  tax  commission  and  taxed 
for  the  years  for  which  the  rates  provided  in  subsection  2  of 
section  1087 w-6  shall  have  failed. 

The  table  of  rates  for  corporations  was  prepared  by  Professor 
Delos  O.  Kinsman,  the  author  of  a  very  excellent  monograph 
on  the  Income  Tax  in  the  Commonwealths  of  the  United 
States.  In  his  notes  to  the  law  he  justifies  the  plan  which 
he  has  adopted  in  the  following  words : 

"It  is  believed  that  the  above  method  by  which  the  rate  of 
tax  upon  the  income  of  corporations  is  fixed  is  a  distinct  step 
in  the  direction  of  greater  justice.  It  has  been  the  common 
practice  among  countries  levying  the  income  tax  to  group  the 
income  of  corporations  with  the  income  of  individuals  and  base 
the  rate  of  tax  upon  the  amount  of  income  received.  The  in- 
come tax  —  in  theory  most  just  —  is,  by  such  a  method  of 
application,  made  most  unjust.  For  illustration  —  whether  un- 
der a  proportional  or  a  progressive  rate  —  let  us  assume  that 
a  twenty  thousand  dollar  income  is  taxed  6  per  cent.  In  levy- 
ing the  tax  by  this  lump  sum  method  no  consideration  whatever 
is  given  the  amount  of  capital  invested. 

"If  in  business  'A'  $20,000  is  invested  to  secure  the  $20,000, 
the  rate  of  return  equals  100  per  cent. 

"  If  in  business  'B'  $100,000  is  invested  to  secure  the  $20,000, 
the  rate  of  return  equals  20  per  cent. 

"  If  in  business  '  C  '  $2,000,000  is  invested  to  secure  $20,000, 
the  rate  of  return  equals  1  per  cent. 

"  Yet  by  the  common  method  of  fixing  the  rate  by  the  amount 
of  income  received  the  aljove  named  businesses  are  assumed  to 
possess  equal  taxpaying  ability  and  each  made  subject  to  the 
same  6  per  cent  tax,  although  'A'  yields  100  per  cent  on  the 
amount  invested;  'B'  yields  20  per  cent  on  the  amount  in- 
vested; and  'C  yields  1  per  cent  on  the  amount  invested. 
This  is  clearly  unjust.  A  business  yiekUng  100  per  cent  divi- 
dends is  manifestly  far  better  able  to  pay  a  6  per  cent  income 
tax  than  the  business  yielding  a  dividend  of  1  per  cent. 

"  By  basing  the  tax  rate,  as  is  done  in  this  section,  on  the  rate 
made  on  the  assessed  value  of  the  property,  the  small  concern 
yielding  a  low  rate  on  the  investment  will  be  taxed  lightly,  and 
the  tax  rate  will  increase  only  with  an  increase  in  the  rate  re- 
turned on  the  investment.  The  table  given  below  makes  clear 
the  rate  of  income  tax  on  corporations." 
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His  reasoning  is,  to  me,  not  altogether  convincing,  and  if  the 
principle  were  sound,  I  cannot  understand  why  it  should  not  be 
applied  also  to  the  assessment  of  individuals.  At  any  rate,  his 
plan  is  quite  original.  It  was  probably  suggested  by  the  war 
tax  in  Georgia  adopted  in  1863,  by  which  a  graduated  tax  was 
levied  upon  all  of  the  income  or  profits  above  8  per  cent  of  the 
capital  stock.  A  somewhat  similar  law  was  adopted  by  Sweden 
in  October,  1910.  The  Wisconsin  law  differs  from  both  in  that 
the  proportion  between  the  net  profits  and  the  value  of  the  plant 
is  the  criterion  according  to  which  the  rate  is  graduated. 

What  has  been  said  so  far  relates  to  the  amount  of  tax  to  be 
imposed,  but  the  question  of  administration  remains  to  be  con- 
sidered. This  is  perhaps  fully  as  important,  for  it  is  generally 
conceded  that  the  failure  of  state  income  taxes  in  this  country 
has  been  due  rather  to  lax  and  inefficient  administration  than  to 
any  inherent  defect  in  the  laws  themselves. 

The  most  striking  feature  of  the  scheme  for  the  administra- 
tion of  the  law  in  Wisconsin  is  the  degree  to  which  the  whole 
work  is  centralized  in  the  hands  of  the  state  tax  commission. 
This  is  a  permanent  bodj'  which  has  been  in  existence  for  ten 
years,  and  possesses  greater  powers  and  more  ample  facilities 
than  any  other  tax  commission  in  the  United  States.  It  is  often 
said  that  a  federal  income  tax  law  would  be  likely  to  be  more 
successful  than  any  state  law,  for  the  reason  that  it  is  entirely 
unaffected  by  local  influences.  The  Wisconsin  law  has  the 
same  advantage. 

The  first  step  in  the  administration  of  the  law  is  the  division 
of  the  State  into  income-tax  assessing  districts.  There  are  71 
counties  in  the  State,  and  these  have  been  divided  into  40  dis- 
tricts, —  no  county  being  divided,  but  in  many  instances  two 
or  three  counties  in  the  more  .sparsely  settled  portions  of  tlie 
State  being  combined  in  one  district.  An  income-tax  assessor 
is  appointed  by  the  tax  commission  in  each  district,  and  he  may 
be  authorized  by  the  tax  commission  to  appoint  as  many  depu- 
ties and  assessors  as  may  seem  necessary.  The  legislature  has 
placed  no  limit  upon  the  amount  which  may  be  expended  for 
the  salaries  and  expenses  of  the  income  tax  assessors  and  their 
deputies,  except  a  general  provision  that  the  total  amount  shall 
not  exceed  five  cents  upon  the  thousand  dollars  of  the  last  state 
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assessment.  This  would  place  at  the  disposal  of  the  tax  com- 
mission for  that  purpose  nearly  $150,000,  but  it  is  hoped  that  the 
expenses  may  be  kept  down  to  about  half  that  sum.  It  has 
been  suggested  by  Professor  Seligman  and  others  that  the  fed- 
eral government  should  collect  the  state  income  taxes  and  re- 
fund the  money  to  the  States.  Some  changes  in  the  federal 
constitution  might  be  necessary  to  authorize  such  a  plan,  but 
we  are  carrying  it  out  upon  a  smaller  scale  in  Wisconsin.  The 
tax  is  collected  locally,  and  the  revenue  derived  from  it  is  ap- 
portioned as  follows :  10  per  cent  to  the  State ;  20  per  cent  to 
the  county,  and  70  per  cent  to  the  town,  city,  or  village  in  which 
the  tax  was  assessed.  The  10  per  cent  allotted  to  the  State  will 
probably  not  much  more  than  suffice  to  meet  the  expenses  of 
collection.  The  corporations  of  the  State  will  be  assessed  by 
the  tax  commission  directly,  without  the  aid  of  the  assessors  of 
income,  so  that  the  work  of  the  assessors  will  be  confined  to  the 
assessment  of  individuals. 

The  assessors  may  require  any  person  who  in  their  judgment 
is  liable  to  the  tax  to  make  a  return,  and  any  person  who  fails  or 
refuses  to  make  a  return  or  makes  a  false  return  becomes  liable 
to  fine  or  imprisonment.  Ample  provision  is  made  for  reassess- 
ments by  the  tax  commission  of  any  amounts  found  to  have  been 
omitted  within  the  three  previous  years  by  corporations,  and 
various  penalties  are  provided  for  failure  to  make  proper  returns. 
Similar  reassessments  may  be  made  of  the  incomes  of  individuals 
by  the  assessor  of  incomes  and  the  county  board  of  review,  which 
is  a  special  board  appointed  by  the  tax  commission  for  that  pur- 
pose. In  the  case  of  individuals  an  appeal  is  provided  for  from 
the  decision  of  the  assessor  of  incomes  and  the  board  of  review 
to  the  tax  commission.  As  to  corporations,  they  are  granted 
the  right  of  a  hearing  before  the  tax  commission,  and  if  dissatis- 
fied with  the  amount  of  their  assessments,  they  may  appeal 
from  the  decision  of  the  tax  commission  to  the  courts. 

The  law  is  quite  explicit  in  requiring  secrecy  as  to  the  contents 
of  returns.  Penalties  of  fine,  imprisonment,  and  incapacity  of 
holding  public  office  for  a  long  period  are  provided  in  the  ease 
of  any  official  who  divulges  information  contained  in  the  returns. 
The  assessors  of  incomes,  in  addition  to  the  duties  connected 
^with  the  income  tax,  will  also  be  ex  officio  supervisors  of  assess- 
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ment  for  their  respective  districts.  The  terms  of  the  present 
county  supervisors  of  assessment  will  all  expire  at  the  end  of  this 
year  by  operation  of  law. 

The  state  tax  commission  is  authorized  to  make  all  necessary 
rules  and  regulations  to  carry  the  law  into  effect,  and  has  full 
power  to  appoint  necessary  clerks  and  specialists  at  its  discre- 
tion. The  last  part  of  the  act  consists  of  various  amendments 
to  our  exemption  statutes  by  which  a  large  amount  of  intangible 
personal  property  is  exempted  from  taxation  after  this  year. 
Among  the  items  specifically  exempted  are  all  debts  due  from 
solvent  debtors,  whether  on  account,  note,  contract,  bond, 
mortgage,  or  other  security  or  whether  such  debts  are  due  or  to 
become  due ;  all  moneys,  credits,  stocks  and  bonds,  except  in  a 
few  instances  otherwise  provided  for,  personal  ornaments  and 
jewelry,  household  furniture  and  furnishings,  certain  musical 
instruments,  mechanics'  tools  and  farm,  orchard,  and  garden 
machiner}',  implements,  etc. 

A  peculiar  provision  of  the  law  which  will  operate  to  cut  very 
heavily  into  the  amount  of  tax  collected  is  a  clause  which  per- 
mits any  person  who  has  paid  a  personal  property  tax  during  the 
year  to  present  the  receipt  and  have  the  same  accepted  by  the 
tax  collector  to  its  full  amount  in  the  pajnnent  of  income  taxes. 
It  will  be  remembered  that  not  all  personal  property  is  exempt 
from  taxation,  but  the  receipts  for  the  tax  upon  the  part  which 
is  not  exempt  may  be  applied  towards  income  taxes.  This 
privilege  will,  in  many  instances,  practically  lead  to  the  same 
result  as  would  follow  if  the  personal  property  in  question  had 
been  specifically  exempted. 

The  two  chief  items  of  personal  property  which  have  not  been 
exempted  are  farm  animals,  which,  as  you  know,  are  accurately 
reached  in  the  ordinary  assessment,  and  merchants  and  manu- 
facturers' stocks.  These  two  items  each  paid  about  one  and 
one  half  milhon  dollars  of  taxes  in  1909. 

The  Wisconsin  income  tax  is  not  designed  as  an  additional 
tax,  but  as  a  substitute  for  the  tax  upon  intangible  personal 
property.  The  chances  of  its  success  are  strengthened  by  the 
low  rates,  the  high  exemptions,  and  the  centralized  administra- 
tion. If  the  law  should  prove  successful,  it  will  very  probably 
be  adopted  in  its  main  features  by  other  States. 


TAX  REFORM  IN  CALIFORNIA 

By  Carl  C.  Plehn 

P*rofessor  of  Finance  in  the  Universit.y  of  California,  and  Secretary  of 
the  recent  Commission  on  tlie  Revision  and  Reform  of  the  Sj'stem 
of  Revenue  and  Taxation  of  California. 

The  delegates  to  this  Conference  and  the  members  of  this 
Association  have  probably  all  heard  that  the  State  of  California 
has,  at  one  stride,  achieved  separation  of  state  from  local  taxa- 
tion and  made  many  other  fundamental  reforms  in  its  tax  sys- 
tem. It  was  a  risky,  daring  thing  to  do ;  to  sweep  away,  in  a 
single  day,  a  tax  system  of  sixty  years'  standing  and  put  in  its 
place  a  plan  prepared  by  "theorists."  But  the  people  adopted 
it  by  a  nearly  two  to  one  vote.  No  other  State  has  ventured  to 
make  so  sweeping  a  fiscal  reform  at  one  time.  It  has  taken 
some  of  the  older  States  a  quarter  of  a  century  to  separate  state 
from  local  taxation.  Daring  as  this  radical  reform  was,  it  seems 
to  be  proving  a  success.  Success  or  failure,  it  is  an  interesting 
experiment. 

Among  the  many  questions  asked  about  this  tax  reform  move- 
ment are :  What  were  the  evils  which  it  is  intended  to  correct  ? 
Why  was  the  separation  of  state  from  local  taxation  rather  than 
some  other  remedy  chosen  ?  What  were  the  forces  that  passed 
it,  and  what  were  the  forces  in  opposition  ?  How  has  it  worked 
out  so  far  ?  I  shall  attempt  to  answer  these  questions  in  their 
order,  aiming  to  present  those  matters  that  arc  of  interest  mainly 
to  the  tax  administrative  officers,  rather  than  to  take  up  the 
legal,  economic,  and  theoretical  questions  involved.  The  latter 
I  have  attempted  to  cover  in  an  article  in  preparation  for  the 
Quarterly  Journal  of  Economics. 

Before  this  audience,  and  for  the  readers  of  the  "Proceed- 
ings," it  is  not  necessary  to  enlarge  upon  those  evils  of  the  old 
general  property  tax  which  are  calling  for  reform  the  country 
over.  These  were  just  as  bad  in  California  as  elsewhere,  pos- 
sibly worse.     Inequalities  in  the  assessment  of  property  between 
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different  localities  were  gross,  and  as  the  State  carries  a  large 
part  of  the  expenses  of  the  common  schools  and  of  the  high 
schools,  all  of  the  expenses  of  a  well-developed  set  of  normal 
schools,  a  large  part  of  the  expenses  of  the  university,  supports 
state  hospitals  for  the  insane,  all  in  addition  to  the  usual  state 
expenses,  its  tax  was  heavy.  When  apportioned  unequally, 
this  heavy  state  tax  was  a  serious  menace,  "  Equalization  " 
failed  to  equalize,  and,  when  attempted,  led  to  intense  bitterness 
and  inter-county  strife,  threatening,  only  a  short  time  ago,  to 
lead  to  state  division.  New  industries,  new  ways  of  holding 
wealth,  new  classes  of  unearned  increment,  and  new  forms  of 
property  were  arising,  and  were  not  being  brought  successfully 
under  the  tax  laws.  So  far  the  story  might  have  been  written 
about  any  other  unreformed  general  property  tax. 

But  there  were  reasons,  peculiar  to  California,  which  made 
it  appear  that  separation,  rather  than  merely  classification  of 
property  or  central  control,  would  be  the  proper  remedy.  The 
administration  of  the  old  system  had  never  been  very  weak.  A 
central  board  with  greater  powers  and  a  freer  hand  than  the 
old  state  board  of  equalization  had  would  undoubtedly  have 
remedied  some  of  the  evils.  But  there  were  some  evils  that  were 
due  to  geographical  conditions  and  which  could  not  be  removed 
without  a  fundamental  change  of  system.  Thus,  for  example, 
California  has  two  commercial  centers,  and  in  them  the  great 
"franchises,"  as  the  "corporate  excess"  is  called  in  California, 
naturally  concentrated.  If  the  assessor  of  Los  Angeles  or  of 
San  Francisco  attempted  to  tax  "franchises,"  the  corpora- 
tions to  which  they  belonged  stole  them  away  to  some 
quiet  rural  spot,  where,  perchance,  moths  and  rust  might 
corrupt,  but  Avhere  the  assessor  would  not  break  through  and 
tax.  Again,  California  has  three  great  gateways  for  land 
traffic,  one  at  the  southeast,  one  at  the  center  on  the  east,  and 
one  in  the  north.  One  county,  San  Bernardino,  sitting  at  the 
southeast  gateway,  itself  a  vast  domain  some  two  hundred  miles 
long  and  one  hundred  and  twenty  miles  wide,  gathered  the 
taxes  on  seven  hundred  miles  of  railways,  while  San  Francisco 
county  had  but  twelve  miles  to  tax.  The  former  county, 
sparsely  populatetl,  furnished  little  traffic,  but  gathered  revenues 
enough  from  the  taxation  of  the  railroads  to  nearly  support 
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its  local  government  without  other  taxes.  It  seemed  more 
equitable  that  the  taxes  on  the  railroads  should  go  to  the  State 
at  large.  Again,  the  mountains  —  the  high  Sierras  —  afford 
many  great  sources  of  water  power,  and  enormous  power  plants 
have  been  built  there  from  which  the  power  is  distributed  over 
hundreds  of  miles  of  wire  and  sold  far  away  from  the  spot  of  its 
creation.  It  seemed  inequitable  that  the  sparsely  populated 
mountain  counties,  where  alone  there  was  any  considerable 
amount  of  tangible  proi)erty  to  tax,  should  have  the  cream  of  the 
revenues  to  be  derived  from  this  source.  These  are  but  a  few 
examples  from  among  the  many  that  might  be  cited  to  show  why 
separation  was  necessary  in  California. 

The  form  of  separation  adopted  was,  however,  one  that 
included  certain  elements  of  classification,  and  the  transfer  of 
certain  subjects  to  the  State  secured  some  of  the  advantages  of 
central  administration.  Indeed,  separation  along  any  rational 
lines  wall  necessarily  bring  the  other  two  with  it  to  some  extent. 
The  subjects  of  taxation  transferred  to  the  State  were  those 
whose  taxation  by  the  localities  has  always  been,  and  in  the 
nature  of  things  must  be,  weak.  In  passing  I  wish  to  say  that 
separation  does  not  seem  to  be  a  necessary  feature  of  tax  re- 
form in  States  where  the  industrial  conditions  are  fairly  homo- 
geneous and  where  there  are  no  large  commercial  and  industrial 
centers  set  over  against  extensive  agricultural  or  sparsely  popu- 
lated districts. 

The  new  California  system  is  briefly  as  follows  :  All  property 
used  exclusively  for  operative  purposes  by  railroads,  street 
railwaj^s,  car  companies,  express  companies,  telegraph  and  tele- 
phone companies,  and  by  gas  and  electric  companies  is  exempted 
from  local  taxation,  and  those  companies  pay  to  the  State  a  tax 
computed  at  varying  percentages  of  their  gross  receipts.  These 
taxes  are  distinctly  declared  to  be  taxes  on  the  property  and 
franchises  of  the  companies,  and  are  in  lieu  of  all  other  taxes, 
with,  certain  minor  exceptions.  The  rates  are  :  4  per  cent  for 
railroads,  street  railways,  and  gas  and  electric  companies; 
3^  per  cent  for  telegraph  and  telephone  companies ;  3  per  cent 
for  car  companies ;  and  2  per  cent  for  express  companies.  The 
gross  receipts  used  in  computing  the  tax  are :  all  m^m-state 
receipts  and  that  proportion  of  the  mfer-state  receipts  which  the 
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mileage  over  which  the  interstate  business  clone  within  the  State 
bears  to  the  total  mileage  over  which  that  business  is  done. 
This,  it  will  be  seen,  is  substantially  the  same  as  the  Minnesota 
law,  except  that  the  less  ambiguous  term  "receipts"  is  sub- 
stituted for  the  term  "earnings."  The  rates  were  fixed  on  the 
assumption  that  they  would,  on  the  average,  impose  a  burden 
equivalent  to  an  ad  valorem  tax  of  1  per  cent  upon  the  true 
value  of  the  property  affected,  since  that  is  supposed  to  be  about 
the  burden  that  falls  on  other  property.  These  rates  are  subject 
to  change  at  any  time  by  the  legislature  by  a  two  thirds  vote. 

Banks  are  also  taxed  by  the  State  at  1  per  cent  upon  the 
capital,  surplus,  and  undivided  profits,  less  the  assessed  value  of 
their  real  estate,  which  is  taxable  locally.  In  conformity  with 
the  provisions  of  the  federal  law  in  regard  to  the  taxation  of 
national  banks,  this  tax  is  a  tax  on  the  shares  of  stock,  and  is 
technically  to  be  assessed  to  the  stockholders  severally.  But  the 
statute  provides  that  the  directors  of  any  bank  may,  by  resolu- 
tion, adopt  a  waiver  of  the  assessment  to  the  stockholders 
severally,  and  agree  to  pay  the  taxes  if  assessed  to  the  stock- 
holders in  the  aggregate.  This  obviates  the  necessity  for 
entering  the  names  of  all  the  stockholders  on  the  rolls,  which 
is  a  great  saving  to  the  tax  department.  It  also  saves  the  banks 
the  trouble  of  reporting  all  their  stockholders,  and  facilitates 
the  transfer  of  stock  without  reference  to  the  taxes.  It  is 
thus  of  great  advantage  to  all  concerned.  Only  a  few  banks, 
which  were  hoping  to  save  some  technicality  for  a  possible 
contest  of  the  new  tax  in  the  courts,  refused  to  sign  the  waiver 
in  the  assessment  made  this  year.  This  tax  is  also  in  lieu  of  all 
other  taxes  on  the  shares  of  stock,  or  on  the  banlcs,  except  the 
county  and  municipal  taxes  on  real  estate,  as  above  set  forth. 
The  rate  is  subject  to  change  by  the  legislature  at  any  time. 

Lastly,  the  State  has  taken  over  the  taxation  of  "franchises" 
of  every  sort  and  description,  and  these  are  exempt  from  local 
taxation.  "  Franchises  "  are  valued  l^y  the  state  board  of  equali- 
zation, and  are  taxed  at  the  rate  of  1  per  cent,  a  rate  subject  to 
change  by  the  state  legislature.  This  has  proven  one  of  the 
most  important  features  of  the  new  tax  sj'stem,  both  as  regards 
the  revenue  and  as  regards  the  attaimnent  of  equality.  On 
this  more  will  be  said  later  on  in  this  address. 
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In  addition  to  the  new  taxes  just  named,  the  State  has  a 
number  of  other  older  revenues  which  are  independent  of  the  old 
general  property  tax.  These  are  :  a  poll  tax,  a  tax  on  insurance 
premiums,  an  inheritance  tax,  an  annual  license  tax  on  corpora- 
tions, and  a  number  of  rather  important  miscellaneous  revenues 
which  do  not  concern  us  here.  The  annual  license  tax  on  cor- 
porations is  an  anomaly  at  present,  as  it  reaches  the  same  source 
as  is  covered  by  the  franchise  tax.  The  two  should  be  and  I 
presume  ^^^ll  be  combined.  The  tax  on  insurance  premiums 
was  included  in  the  new  system  by  making  them  in  lieu  of  other 
taxes,  except  local  taxes  on  real  estate. 

The  counties  and  their  subdivisions  and  the  cities  depend  upon 
the  general  property  tax,  less,  of  course,  the  classes  of  prop- 
erty subject  exclusively  to  state  taxation.  The  State  does  not 
surrender  the  right  to  levy  an  ad  valorem  tax,  but  in  the  event 
that  such  a  tax  should  become  necessary  for  state  purposes  it 
must  be  levied  on  all  the  classes  of  property  selected  for  state 
taxation,  as  well  as  upon  all  other  property,  and  would  be  in 
addition  to  the  other  state  taxes. 

As  a  result  of  the  suddenness  and  radical  character  of  the 
changes  made,  the  property  withdrawn  from  local  taxation  is, 
however,  still  subject  to  local  taxation  for  the  purpose  of  pajang 
the  principal  and  interest  of  any  bonded  indebtedness  issued 
and  outstanding  at  the  time  of  the  adoption  of  the  new  system. 
But  this  is  paid  out  of  the  taxes  paid  to  the  State.  This  is  a  pre- 
caution not  to  disturb  the  security  of  outstanding  bonds. 
Certain  counties  that  suffer  especially  from  the  change  are  to 
have  temporary  aid  from  the  state  treasury  to  enable  them  to 
readjust  their  finances  to  the  new  conditions. 

With  this  brief  outline  of  the  new  system  in  mind,  it  will 
be  interesting  to  review  its  history  with  a  view  to  ascertaining  the 
political  forces  for  and  against  it.  The  more  technical  part  of 
the  history  is  recorded  in  the  1910  report  of  the  Commission  on 
Revenue  and  Taxation,  so  it  can  be  omitted  here.  There  was, 
from  about  1896,  a  persistent  expression  of  dissatisfaction  with 
the  old  system,  especiall}'  on  the  part  of  the  farmers.  Mr.  John 
Tuohy,  chairman  of  the  committee  on  taxation  of  the  state 
Grange,  was  the  leader  who  gave  utterance  to  this  feeling.  But 
the  legislature  took  no  effective  action  until  1905,  when  at  the 
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reiterated  demand  of  Governor  George  C.  Pardee  a  commission 
to  investigate  and  report  was  created.  This  commission,  of 
which  his  Excellency  was  himself  chairman  and  a  most  active 
member,  reported  in  1906. 

In  1907  the  legislature  proposed  to  the  people  a  constitutional 
amendment,  framed  by  the  commission.  This  was  submitted 
to  the  people  in  November,  1908.  In  passing,  it  should  be  ex- 
plained that  the  old  constitution  prescribed  so  rigidly  the  use 
of  the  general  property  tax  for  all  divisions  of  goverrmaent  that 
little  could  be  done  in  the  way  of  reform  ^\^thout  a  constitutional 
amendment.  In  accord  with  the  California  tradition,  which 
requires  that  the  constitution  be  as  explicit  as  possible,  the  pro- 
posed amendment  was  lengthy  and  outlined  the  new  system 
in  considerable  detail. 

The  amendment  submitted  in  1906  was  defeated.  Its  de- 
feat was  due  mainly  to  the  secret  political  machinations  of 
the  corporations  and  of  other  "interests"  whose  taxes  would 
have  been  increased  had  the  amendment  been  passed.  Almost 
the  only  open  and  avowed  opponents  were  certain  city  assessors. 
The  city  assessor  is  an  unnecessary  expense  involved  in  the  old 
system.  Under  the  old  system  the  county  assessed  valuations 
were  kept  as  low  as  possible  in  order  to  evade  the  state  taxes. 
But  most  of  the  cities  have  in  their  charters  fixed  limits  as  to 
the  rate  of  city  taxes.  The  most  common  limit  is  one  dollar  on 
each  one  hundred  dollars  of  assessed  valuation,  and  lower  limits 
are  not  uncommon.  If  the  low  valuations  used  for  county  pur- 
poses were  to  be  used  also  for  city  purposes  the  revenues  ob- 
tainable under  the  tax  rate  limits  would  possibly  be  insufficient 
to  meet  the  supposed  requirements  of  the  city.  Hence  it  was 
felt  that  it  would  be  well  to  have  a  separate  valuation,  and  to 
that  end  many  cities  have  city  assessors. 

But  it  would,  perhaps,  be  unfair  to  assume  that  the  city  assessors 
were  actuated  solely  by  fear  of  the  abolition  of  their  offices.  It 
is  quite  true  that  the  cities  had  an  advantage  over  rural  com- 
munities under  the  old  system,  an  advantage  which  the  new 
system  was  distinctly  designed  to  remove.  The  city  assessor  of 
Los  Angeles  was  quite  right  when  he  declared  that  the  amend- 
ment was  "fine  for  the  cow  counties,"  ])ut  not  so  right  when 
he  urged  his  constituents  to  vote  against  it  on  that  ground. 
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The  discussion  of  the  amenchiicnt  in  1908  sconied  to  the  pro- 
ponents of  tax  reform  to  reveal  a  strong  popular  sentiment  in 
favor  of  some  similar  measure.  The  arguments  that  seemed  to 
have  influenced  the  voters  were  directed  against  minor  features 
of  the  bill.  No  strong  arguments  were  made  against  the 
principles  or  against  the  general  plan.  Hence  the  proponents 
were  moved  to  try  again.  In  his  inaugural  message,  in  1907, 
Governor  James  N.  Gillett  had  advocated  tax  reform  as  strongly 
as  had  his  predecessor,  and  after  the  defeat  of  the  amendment 
he  still  gave  it  his  support.  The  tax  commission  was  continued 
in  existence,  being  reorganized  in  1909,  and  at  the  session  of  the 
legislature  in,  that  year  a  new  amendment  was  framed  and 
referred  to  the  people.  This  was  mainly  the  work  of  the  Hon. 
J.  B.  Curtin,  state  senator,  who,  as  a  member  of  the  commission 
since  1905,  had  acquired  a  thorough  mastery  of  the  subject, 
and,  although  a  member  of  the  small  Democratic  minority,  had, 
on  this  subject,  the  full  confidence  of  the  Republican  majority. 
It  is  interesting  to  note  that  both  amendments  passed  both 
houses  of  the  legislature  with  very  small  dissenting  votes. 

The  second  amendment  was,  in  every  important  point  but  one, 
satisfactory  to  the  tax  commission.  I  shall  not  take  the  time 
to  go  over  in  detail  the  minor  changes  from  the  first  measure. 
They  affected  mainly  the  methods  of  procedure.  But  one 
change  was  made  by  the  legislature  against  which  the  tax 
commission  put  in  a  most  vigorous  protest.  That  was  the 
reduction  of  the  rate  of  the  tax  on  bank  stock  from  1  per  cent  to 
To  of  1  per  cent.  This  was  done  at  the  request  of  a  delegation 
of  the  bankers  who  appeared  before  the  legislature  with  care- 
fully prepared  arguments,  printed  in  pamphlet  form,  and  who 
outdebated  and  outmarshaled  the  two  members  of  the  com- 
mission. Right  at  this  point  fate  took  a  hand  and  drew  a  card 
that  was  not  known  to  be  in  the  deck,  of  which  more  in  a 
moment. 

The  proponents  of  the  measure  found  the  reduction  in  the 
bank  rate  a  bitter  potion.  But  bowing  to  the  will  of  the  legis- 
lature, and  hoping  that  the  inequaUty  might  be  corrected  in  the 
future,  they  went  to  work  to  secure  the  passage  of  the  law. 
An  official  report  of  the  tax  commission  was  gotten  out,  showing 
the  effect  in  each  county.     The  real  estate  dealers  and  agents 
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were  organized  into  active  campaign  societies,  and  a  central 
campaign  committee  was  organized.  The  farmers  gave  loyal 
support  through  their  Grange.  A  systematic  attempt  was 
made  to  secure  the  endorsement  of  the  civic  clubs,  chambers  of 
commerce,  and  the  like,  and  to  secure  the  support  of  the  press. 
Critics  of  the  amendment  generally  objected  to  the  reduction 
in  the  bank  rate  and  to  certain  administrative  features  of  minor 
importance. 

Suddenly  a  blow  fell,  and,  as  stated  before,  fate  took  a  hand. 
It  was  discovered  that  somewhere,  somehow,  in  the  various 
drafting  and  redrafting  of  the  amendment,  three  little  words 
had  been  left  out.  I  will  quote  the  sentence  as  it  should  have 
read.  "The  gross  receipts  .  .  .  shall  be  computed  for  the 
year  ending  the  thirty-first  day  of  December.  ..."  The  three 
words  "the  year  ending"  were  omitted  in  the  amendment 
as  it  passed  the  legislature,  and  this  sentence  Avas  meaningless. 
The  attorneys  who  discovered  the  omission  held  at  first  that 
it  was  vital ;  later  they  came  to  the  conclusion  that  the  meaning 
was  sufficiently  clear  from  other  parts  of  the  measure.  It  was, 
however,  argued  that  the  people  might  be  afraid  to  pass  an 
amendment  that  was  said  to  be  imperfect  and  that  it  would  be 
better  to  call  a  special  session  of  the  legislature  to  correct  the 
omission.  This  was  urged  upon  the  Governor  through  the 
Merchants'  Association  of  San  Francisco,  a  civic  club  devoted 
mainly  to  the  interests  of  the  city,  but  one  of  the  most  in- 
fluential in  the  State.  The  Governor  finally  consented,  and  a 
special  session  was  called. 

The  constitution  provides  that  at  a  special  session  the  legis- 
lature may  consider  only  those  matters  specified  in  the  call.  It 
was  assumed,  at  first,  that  if  the  Governor  called  the  legislators 
together  to  insert  the  three  missing  words,  they  must  either 
insert  them  or  refuse  to  insert  them,  but  might  not  change  any 
other  part  of  the  amendment.  The  legislators  thought  other- 
wise, and  decided  that  the  whole  measure  was  before  them,  a  com- 
mon sense  decision,  because  the  insertion  of  three  words  might 
affect  the  meaning  of  the  whole  measure.  Moreover,  there 
were  decisions  of  the  courts  to  the  same  effect. 

Up  to  that  time,  the  hardest  thing  that  the  proponents  of  tlie 
amendment  had  hud  to  contend  with  was  the  reduction  of  the 
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bank  tax  rate.  It  was  a  hard  matter  to  apologize  for,  because 
it  was  so  obviously  unfair.  The  legislature  in  special  session 
corrected  the  omission  of  the  three  words,  and  restored  the 
bank  tax  to  1  per  cent.  It  also  changed  some  other  points,  the 
most  important  being  that  the  tax  rates  could  be  amended  bj--  a 
two  thirds  vote  of  the  legislature  instead  of  a  three  fourths  vote, 
as  previously  required.  The  omission  of  the  three  fateful  words, 
which  had  caused  the  commission  so  much  chagrin,  proved  a 
blessing  in  disguise.  The  amendment  was  now  in  such  shape 
that  it  met  every  one  of  the  points  upon  which  the  opposition 
had  been  depending.  Moreover,  the  calling  of  the  special  session 
had  emphasized  the  importance  of  the  amendment  as  no  amount 
of  campaigning  could  have  done. 

The  first  amendment  had  been  defeated  mainly  by  the  large 
adverse  vote  in  the  southern  part  of  the  State.  This  seems  to 
have  been  due  to  the  assiduous  circulation  of  misinformation 
and  to  the  activities  of  the  city  assessors.  In  the  interim, 
namely  in  1909,  that  part  of  the  State  had  aroused  itself  to  a 
keen  realization  of  some  of  the  evils  of  the  old  system.  That  part 
of  the  State  has  been  growing  with  great  rapidity,  and  property 
values  were  advancing  out  of  all  proportion  to  the  advance  in  the 
assessed  values.  Many  of  the  counties  there  were  under-assessed, 
and  consequently  escaped  their  fair  share  of  the  state  taxes.  The 
state  board  of  equalization,  in  one  of  its  periodic  attempts  to  read- 
just  the  burden,  raised  some  of  these  counties  in  1908  by  amounts 
ranging  from  25  to  100  per  cent.  As  if  to  justify  these  increases, 
the  county  assessors  the  next  year  returned  the  same  assessments, 
and  in  many  cases  added  largely  thereto.  But  nevertheless  there 
was  a  great  outcry  against  the  increases,  and  the  state  board  was 
very  unpopular.  Hence  the  people  there  welcomed  any  measure 
which  promised  to  rid  them  of  the  state  board.  The  result  was  a 
vote  in  this  part  of  the  State  of  two  to  one  in  favor  of  a  measure 
that  had  been  defeated  by  about  the  same  vote  two  years  before. 

The  amendment  was  by  its  own  terms  self-executing,  and 
took  effect  at  once,  but  the  legislature  was  empowered  to  pass 
the  laws  necessary  to  put  it  into  effect.  At  the  general  election, 
November  8,  1910,  at  which  the  amendment  was  adopted,  a 
revolution  in  state  politics  took  place.  Governor  Hiram  W. 
Johnson,  a  progressive  Republican,  was  elected,  defeating  the 
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old  line  Republicans,  and  swept  the  so-called  Southern  Pacific 
political  machine  out  of  state  politics.  Incidentally,  it  may  be 
remarked  that  the  success  of  the  tax  reform  movement  has  re- 
moved the  sole  reason  for  the  railroad's  interest  in  local  politics 
and  one  of  the  main  reasons  for  its  interest  in  state  politics.  The 
new  legislature  was  also  of  the  progressive  Republican  stamp. 
Everything  in  the  political  situation,  therefore,  favored  the 
passage  of  a  good  statute  to  carry  the  new  system  into  effect. 
The  statute  as  passed  is  an  excellent  measure  in  all  but  one  par- 
ticular, and  that  is  that  it  does  not  give  the  state  board  quite 
as  much  power  as  it  should  have,  especially  in  the  matter  of  se- 
curing the  information  necessary  for  the  assessment  of  franchises. 

On  the  first  Monday  in  March,  nearly  a  month  before  the 
legislature  passed  the  new  tax  statute,  the  state  board  of  equali- 
zation began  to  put  the  new  system  into  effect.  This  was 
done  under  that  provision  of  the  amendment  which  made  it 
self-executing  and  on  that  theory  of  government  that  the  para- 
mount importance  of  maintaining  its  own  existence  endows 
government  with  the  power  to  collect  taxes.  While  the  state 
board  had  never  been  distinctly  endowed  with  the  power  to 
assess  any  but  a  few  enumerated  classes  of  property,  and  while 
the  amendment  did  not  give  it  that  power  except  as  to  the  taxes 
on  banks,  yet  the  board  assumed  that  it  was  the  logically  des- 
ignated authority.  The  statute  gave  it  all  the  powers  that  it 
had  assumed.  Although  not  called  a  tax  commission,  this  body 
is  now  in  many  respects  very  similar  to  the  tax  commissions  that 
have  been  created  in  other  States.  The  assumption  of  power 
by  the  board  before  the  passage  of  the  statute  cannot  be  called 
in  question  because  the  taxes  were  not  finally  assessed  and  levied 
until  the  first  Monday  in  July,  and  the  statute  was  signed  by 
the  Governor  on  the  first  day  of  April. 

The  so-called  tax  levy  bill  of  1911,  the  statute  which  provides 
what  revenues  shall  be  collected  in  each  of  the  two  fiscal  years 
following  a  session  of  the  legislature,  directed  that  if  the  new 
taxes,  together  with  all  other  state  revenues,  did  not  reach 
in  the  aggregate  $12,404,670  for  the  first  fiscal  year  there 
should  be  an  ad  valorem  tax  sufficient  to  raise  the  deficiency. 
The  new  taxes  as  assessed,  together  with  a  reasonable  estimate  of 
the  other  revenues,  aggregate  over  $12,600,000 ;   so  for  this  year, 
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at  least,  there  can  be  no  ad  valorem  tax  for  state  purposes.  It  may 
be  said  in  passing  that  the  commission's  estimate  of  the  7i€W  taxes 
was  89,032,282,  based  upon  data  collected  in  1909.  The  new  taxes 
as  levied  and  assessed  amount  to  $10,500,000  in  round  numbers. 

These  new  taxes  reach  heretofore  untaxed  sources,  yielding 
about  84,000,000  in  annual  revenue.  That  84,000,000  is  the 
amount  by  which  the  burden  on  real  estate  and  other  property 
locally  taxed  has  been  reduced. 

The  experience  of  the  board  in  introducing  the  new  taxes  is  in- 
structive. Whatever  may  be  the  opinion  held  of  the  recrudescence 
of  gross  receipts  taxes,  one  thing  is  certain,  and  that  is  that  they 
are  easy  taxes  to  administer.  No  part  of  the  new  system  worked 
so  smoothly.  The  reports  came  in  slowly,  as  was  natural  the  first 
j^ear,  but  they  came  in  in  excellent  shape.  Several  companies 
which  had  previously  asserted  their  utter  inability  to  apportion 
their  interstate  receipts  on  the  basis  laid  down  in  the  law  accom- 
plished the  impossible  and  did  make  the  scgragation  required. 

It  appears  that  all  the  gross  receipts  due  the  State  were  fully 
and  honestly  reported.  To  test  the  matter  the  state  board 
sent  expert  accountants  to  go  over  the  books  of  a  number  of 
companies.  It  proved  to  be  money  thrown  away  and  a  money- 
losing  game  as  well,  for  instead  of  finding  receipts  that  had  been 
omitted  the  experts  found  only  cases  in  which  the  companies  had 
inadvertently  included  some  non-operative  receipts  with  the 
operative.  It  had  been  feared  that  the  separation  of  the  opera- 
tive property  from  the  non-operative  property  would  occasion 
friction  between  the  assessors,  keen  to  swell  their  rolls,  and  the 
companies,  or  the  State.  But  in  all  but  a  single  instance  these 
matters  were  adjusted  ^\ithout  an  appeal  to  the  state  board. 

The  follo-^ing  are  the  amounts  of  the  taxes  levied  upon  the 
companies  that  are  taxed  on  the  basis  of  their  gross  receipts  : 

Companies  Taxes 

Steam  Railroads $3,736,000 

Street  Railways 1,040,000 

Telegraph 25,000 

Telephone 400,000 

Express 102,000 

Car 89,000 

Gas  and  Electric 1,225,000 

86,617,000 
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From  1906  until  this  year  the  property  and  franchises  of  the 
largest  steam  railroads  in  Cahfornia  were  assessed  for  purposes 
of  taxation  on  a  plan  which  made  the  aggregate  taxes  thereon 
equal  to  4  per  cent  of  their  gross  receipts.  This  was  a  method 
that  had  been  adopted  by  the  state  board  of  equalization 
upon  the  suggestion  of  the  tax  commission.  It  was  not  pro- 
vided by  law,  as  the  law  simply  laid  down  the  duty  to  find  the 
value.  Prior  to  that  time  the  board  had  had  no  method  except 
to  guess.  By  adopting  this  method  it  obtained  a  procedure 
which  it  could  justify  and  could  defend  its  valuations.  Conse- 
quently the  effect  of  the  amendment,  in  so  far  as  the  steam 
roads  were  concerned,  had  been  anticipated.  At  the  time  of  its 
adoption  the  change  in  method  had  made  an  increase  in  the 
taxes  paid  by  the  steam  roads  of  about  75  per  cent.  The  com- 
putation by  which  the  board  arrived  at  this  result  was  a  some- 
what complicated  one,  but  one  that  could  be  applied  with  a  fair 
degree  of  certainty.  It  involved  ascertaining  all  the  taxes 
paid  by  the  roads  the  preceding  year  on  their  operative  property 
to  the  localities,  as  well  as  to  the  State,  computing  an  average 
tax  rate  therefrom,  and  then  computing  what  the  state  assess- 
ment would  have  to  be  to  make  that  tax  rate  when  applied  to  the 
valuation  yield  a  tax  equal  to  4  per  cent  of  the  gross  receipts. 
There  was  of  course  the  false  assumption  that  the  next  year's  tax 
rates  would  be  the  same,  when  as  a  matter  of  fact  it  was  certain 
that  they  would  be  different.  But  this  error  was  not  regarded 
as  of  any  great  importance.  This  method  was  not  applied  to 
the  smaller  roads,  to  which  the  old  rule  of  guessing  was  applied. 

The  street  railroads  were  included  in  the  new  system,  partly 
because  they  seem  to  have  become  the  logical  extension  of  the 
steam  roads,  partly  because  it  seemed  only  fair,  if  the  rural 
districts  were  to  lose  the  taxation  of  the  steam  roads,  that  the 
cities  should  lose  that  of  the  street  railways,  and  anyway  the 
State  needed  the  money.  The  street  railways  presented  some 
rather  troul)lesome  features.  Those  in  the  smaller  cities  and 
those  of  an  interurban  character  had  been  taxed  rather  lightly 
under  the  old  system,  while  those  in  the  great  cities,  Los  Angeles 
and  San  Francisco,  had  been  taxed  rather  heavily.  The 
street  railways  of  San  Francisco  especially  had  been  sub- 
jected to  a  number  of  "high  finance"    reorganizations,   and 
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were  so  highly  capitalized  that  the  assessor  could  justify  a 
very  heavy  assessment.  To  arrive  at  any  tax  rate  that  would 
not  be  destructive  for  the  small  roads  involved  a  reduction  in 
the  taxes  on  some  of  the  larger  ones.  But  such  a  reduction 
seemed  to  be  justified  by  the  existing  conditions.  The  amend- 
ment expressly  provitles  that  the  payments  which  the  companies 
of  all  classes  make  to  the  cities  for  the  use  of  the  streets  under 
their  street  franchises  shall  not  be  reduced  or  affected  in 
any  way  by  the  new  tax  system.  On  all  franchises  granted 
by  the  cities  since  1905,  the  roads  pay  at  least  2  per  cent  of  their 
gross  receipts  to  the  cities.  In  some  cases  the  payments  agreed 
upon  are  larger.  These  payments  are  regarded  as  rentals  for 
the  use  of  the  streets,  and  not  as  taxes. 

The  telegraph  companies  pay  now  about  threefold  what  they 
paid  before,  and  that  in  spite  of  the  fact  that  to  stimulate  the 
assessor's  zeal  in  taxing  them  in  the  past  he  has  been  allowed 
to  class  the  poles  and  wires  as  property,  the  taxes  on  which  were 
unsecured  by  real  estate,  and  upon  which  he  received  a  com- 
mission of  6  per  cent  for  collecting  the  taxes  immediately  upon 
assessment.  Telegraph  companies,  at  least  the  Western  Union 
and  the  Postal,  were  formerly  supposed  to  have  some  kind  of  a 
peculiar  franchise  derived  from  the  federal  government  and 
given  in  return  for  the  government's  right  to  use  them  in  time 
of  war,  and  it  was  supposed  that  this  franchise  was  not  taxable. 
Probably  it  was  not,  per  se,  but  the  courts  have  latterly  seemed  to 
think  that  the  possession  of  this  franchise  did  not  exempt  them 
from  paying  taxes  on  their  other  property  and  on  the  privileges 
granted  by  the  States,  as  these  are  in  addition  to  the  federal 
franchise.  But  no  attem.pt  was  ever  made  to  tax  them  on  any 
franchise  under  the  old  system,  and  hence  they  escaped. 

The  taxes  of  the  telephone  companies  have  been  approximately 
doubled,  due  doubtless  to  the  impossibility  the  local  assessors 
met  in  finding  the  intangible  values  when  they  looked  only  at 
the  local  property. 

The  express  companies  furnished  the  favorite  example,  for 
campaign  purposes,  of  the  inefficiency  of  the  old  system.  Their 
taxes  are  increased  about  sixfold. 

The  only  sleeping  car  company  entering  the  State  is  the  Pull- 
man Company.     That  company  had  been  for  years  under  the 


128  STATE   AND  LOCAL  TAXATION 

jurisdiction  of  the  state  board  of  equalization,  it  being  assumed 
that  it  was  a  railroad  company  operating  in  more  than  one 
county.  The  company  reported  the  number  of  its  cars  running 
into  the  State,  and  up  to  1906  was  assessed  on  the  physical  value 
thereof  only.  In  that  year,  at  the  suggestion  of  the  tax  com- 
mission, the  state  board  undertook  to  assess  the  company  on  the 
same  basis  that  it  assessed  the  large  steam  roads,  as  above 
described,  except  that  it  proposed  to  use  3  per  cent  instead  of 
4  per  cent  of  the  gross  receipts  within  the  State  as  the  basis 
of  the  computation.  The  company,  however,  declared  that 
it  could  not  segregate  its  earnings  so  as  to  show  the  California 
receipts.  The  board  then  proceeded  to  estimate  the  earnings 
on  the  basis  of  the  number  of  cars,  the  known  mileage,  the 
published  rates,  and  the  assumption  that  the  cars  were  run  at 
least  half  full.  The  company  refused  to  pay  the  taxes  denied 
the  jurisdiction  of  the  state  board  by  which  it  had  been  assessed 
since  1880,  and  denied  that  it  was  a  railroad  company  in  any 
sense,  claiming  that  it  was  operating  "moving  hotels."  When 
the  amendment  passed  the  company  withdrew  its  litigation, 
paid  up  the  back  taxes  and  penalties,  and  rendered  a  report  of 
its  earnings  in  the  State  which  showed  that  the  board's  estimate 
had  been  about  one  third  too  low. 

The  taxes  on  the  gas  and  electric  companies  were  increased 
by  the  new  system  about  60  per  cent,  at  least,  that  is,  approxi- 
mately the  increase  on  the  larger  companies.  This  is  a  new 
and  rapidly  growing  industry,  and  I  am  inclined  to  think  that 
long  before  it  reached  its  full  growth  it  would  have  fallen  largely 
outside  the  reach  of  the  old  property  tax. 

It  should  be  stated  that  the  estimates  of  the  increases  just 
given  are  only  approximations.  It  is  not  possible  at  the  present 
time  to  segregate  accurately  the  taxes  paid  in  the  past  on  non- 
operative  property  from  those  paid  on  operative  property,  as 
the  distinction  was  until  now  of  no  significance.  Moreover,  it 
has  been  necessary  to  make  allowance  for  the  growth  of  invest- 
ment in  the  last  year,  and  that  can  be  done  only  very  roughly. 
Yet  there  can  be  no  question  as  to  the  gain  made  by  the  new 
system  over  the  former  methods  of  taxation.  It  has  been  dem- 
onstrated that  a  gross  receipts  tax  is  far  more  effective  than  a 
poorly  constructed  general  property  tax. 
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This  suggests  another  comparison  which  may  be  instructive. 
That  is,  to  compare,  in  so  far  as  is  possible,  the  results  obtained  in 
California  Avith  those  obtained  in  Wisconsin.  The  latter  State, 
as  we  all  know,  has  an  ad  valorem  system  of  taxation  well  ad- 
ministered, and  gets  the  best  results  that  the  ad  valorem  system  is 
capable  of  yielding.  Although  AVisconsin  has  but  little  over 
one  third  the  area  of  California,  yet  her  population,  her  railroad 
mileage,  and  the  assessed  valuation  of  property  are  all  nearly  the 
same  as  those  of  California.  These  facts  suggest  that  the  com- 
parison should  be  close.  Given  in  tabular  form  and  without 
explanation,  the  figures  seem  to  be  all  in  favor  of  California. 
But  properly  analyzed  the  differences  are  not  so  great,  and  are, 
in  the  main,  in  favor  of  Wisconsin. 

In  1911  Wisconsin  assessed  on  her  railroads  taxes  amounting 
to  S3,330,000 ;  Cahfornia  in  the  same  year  levied  $3,736,000. 
But  it  must  be  remembered  that  railroads  in  Wisconsin  do  not 
earn  as  much  per  mile  as  do  railroads  in  California.  Wisconsin 
levied  $471,000  on  street  railways  in  1911,  which  looks  small 
compared  with  $1,039,000  levied  in  California.  But  Wisconsin 
has  but  one  large  urban  center,  while  California  has  two,  and 
according  to  the  census  report  on  electric  railways  in  1907  the 
former  has  only  700  miles  of  such  railways,  while  the  latter  has 
2000  miles.  But  unfortunately  further  analysis  of  these 
figures  cannot  be  made,  for  some  of  the  taxes  paid  on  the  elec- 
tric mileage  in  California  have  been  included  with  the  taxes  on 
the  steam  roads,  while  in  the  Wisconsin  returns  there  are  some 
taxes  on  electric  lighting  plants  operated  in  connection  with  the 
street  railways. 

On  telegraph  companies  the  taxes  are  about  the  same,  being 
$22,000  in  Wisconsin  in  1910,  and  $25,000  in  Cahfornia  in  1911. 
In  Wisconsin  the  telephone  companies  paid  to  the  State  $53,000 
in  1910.  These  taxes  are  based  on  gross  receipts,  and  constitute 
15  per  cent  of  the  total  taxes  paid  by  the  companies  on  the 
receipts  from  the  exchange  service  (the  remaining  85  per  cent 
being  paid  to  the  localities)  and  all  of  the  taxes  on  the  tolls. 
Hence  it  is  not  possible  to  ascertain  the  total  taxes  by  simply 
raising  the  $53,000  in  the  ratio  of  15  to  85.  The  total  is  less 
than  that,  possibly  not  much  over  $300,000  as  against  $400,000 
in   California.     In    explanation  of  this  difference  it  may   be 
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pointed  out  that  the  existence  of  two  urban  centers  in  Cahfornia, 
against  one  in  Wisconsin,  would  naturally  swell  the  receipts  of 
the  companies  in  the  former  State.  Furthermore,  Mr.  A.  E. 
Holcomb,  of  the  American  Telephone  and  Telegraph  Co.,  in- 
forms me  that  the  per  capita  telephone  development  in  Cali- 
fornia is  the  highest  in  the  country.  Against  this  is  to  be  offset 
the  lower  revenue  in  California,  due  to  the  fact  that  the  rate  is 
33^  per  cent  as  against  4  per  cent  in  Wisconsin  (presumably  few 
companies  come  under  the  23^  per  cent  rate  applicable  when  the 
receipts  are  under  $100,000). 

I  have  not  been  able  to  ascertain  why  Wisconsin  got  only 
$11,000  from  express  companies  in  1910,  while  Cahfornia  levied 
$102,000  in  1911.  It  may  be  that  the  classification  is  somewhat 
different,  but  the  explanation  is  probably  to  be  found  in  the 
extent  of  the  business.  California  will  collect  $57,000  in  1911 
from  the  Pullman  Company,  while  Wisconsin  got  only  $5800 
in  1910.  But  some  of  the  large  railroads  in  Wisconsin  operate 
their  own  sleeping  cars,  while  in  California,  with  the  exception  of 
a  few  second-class  cars,  none  of  the  sleeping  cars  belong  to  the 
railroads.  Freight  line  companies  paid  $4000  in  Wisconsin  in 
1910  and  $32,000  in  California  in  1911,  a  difference  probably 
accounted  for  by  the  necessity  for  refrigerator  cars  for  the  heavy 
fruit  shipments  from  California. 

Inasmuch  as  the  conditions  are  undoubtedly  different  in  the 
two  States,  the  comparison  just  set  forth  can  be  used  in  the  most 
general  way  only.  If  the  general  burden  of  taxation  is  greater 
in  Wisconsin  than  it  is  in  California,  then  it  is  only  fair  that  her 
public  service  corporations  should  pay  more.  If  not,  it  seems 
to  show  that  the  rates  of  the  gross  receipts  taxes  in  California 
are  too  low.  It  does  not  necessarily  show  that  the  ad  valorem 
system  is  better.  Fortunately  the  adjustment  of  the  rates  is  a 
comparatively  easy  matter.  The  main  question  now  open  in 
California  is  whether  the  rates  of  the  gross  receipts  taxes  are 
the  fair  equivalent  of  the  taxes  paid  on  other  property.  Steps 
are  being  taken  to  investigate  this  more  thoroughly  than  was 
possible  before  the  new  system  was  actually  in  operation. 

The  taxation  of  the  banks  presented  more  technical  difficulties 
than  was  anticipated.  The  main  reason  for  this  is  that  the  books 
of  the  banks  are,  under  the  supervision  of  the  Comptroller  of 
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the  Currency  and  of  the  Superintendent  of  Banks,  kept  in  such  a 
way  as  not  to  make  too  favorable  a  showing.  This  is,  of  course, 
in  the  interest  of  sound  banking,  but  it  is  not  always  in  the 
interest  of  the  taxing  department.  The  California  rule  is  to  add 
together  the  paid-up  capital,  surplus,  and  undivided  profits, 
deduct  therefrom  the  value  of  the  real  estate,  other  than  mort- 
gage interests  therein,  owned  by  the  bank,  and  take  1  per  cent  of 
the  remainder  as  the  tax.  No  deduction  is  allowed  for  impair- 
ment of  capital,  nor  for  a  deficit  in  the  place  of  an  undivided 
profit.  The  first  trouble  arose  in  securing  a  correct  statement 
of  the  undivided  profits.  Some  banks  carry  "interest,"  "ex- 
change," "collection,"  or  other  similar  accounts,  and  do  not 
transfer  the  sums  therein  to  the  profit  account  until  the  end  of 
the  year.  Care  had  to  be  exercised  to  inspect  every  statement 
for  these  concealed  accounts.  Other  banks  carry  a  part  of  their 
undivided  profit  as  "dividends  unpaid."  Of  course  the  only 
rule  for  the  taxing  department  is  to  treat  these  as  undivided 
profits  until  actually  collected  by  the  stockholder. 

Less  trouble  than  was  expected  arose  from  undervaluation  of 
the  assets.  It  appears  that  only  the  very  strongest  institutions 
can  afford  to  belittle  their  wealth  in  this  way.  Naturally  no 
attempt  was  made  to  correct  overvaluation.  When  under- 
valuations were  discovered,  they  were  summarily  dealt  with. 
One  of  the  most  difficult  things  for  the  board  to  deal  with  was 
to  determine  whether  any  real  property  held  was  held  as  a  con- 
cealed mortgage  interest.  But  the  discovered  cases  were  rare. 
Some  of  the  savings  banks  demanded  credit  for  "interest  due 
depositors,"  that  is,  interest  which  they  expected  to  have  to  pay 
after  the  next  dividend  to  the  depositors  was  declared.  It  is 
clear,  however,  that  this  is  money  legally  belonging  to  the  bank 
until  the  dividend  is  declared. 

Perhaps  the  most  interesting  innovation,  and  certainly  the 
most  important  part  of  the  new  system,  so  far  as  reaching  here- 
tofore untaxed  resources  is  concerned,  is  the  taxation  of  "fran- 
chises." Franchises  have  always  been  considered  taxable  prop- 
erty in  California.  But  the  taxation  of  them,  except  those  of 
the  conspicuous  and  immovable  public  service  corporations, 
proved  a  farce  in  the  hands  of  the  local  assessors.  In  the  early 
days  the  mining  companies  had  their  offices  in  San  Francisco,  and 
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for  fear  that  their  franchises  would  be  taxed  both  there  and 
where  the  mines  were  located,  it  was  provided  that  the  "fran- 
chise" should  be  taxed  only  where  the  "principal  place  of  busi- 
ness" was  located.  The  "principal  place  of  business"  is  that 
of  record  in  the  office  of  the  Secretary  of  State.  Hence  it  is 
movable  at  the  whim  of  the  company.  Transferring  the  assess- 
ment and  taxation  of  franchises  to  the  State,  and  providing  that 
doing  business  in  the  State  as  a  corporation  was  in  itself  a  fran- 
chise, were  the  two  simple  changes  which  promise  to  turn  a  farce 
into  an  effective  engine  of  revenue.  Franchises  can  no  longer 
run  away  from  the  assessor.  Corporations  taxed  on  their  gross 
receipts  are  not  separately  taxable  on  their  franchise,  nor  are 
the  banks. 

The  courts  of  California  have  in  an  unbroken  line  of  decisions 
declared  that  the  proper  way  to  arrive  at  the  value  of  a  franchise 
is  (1)  to  ascertain  the  total  market  value  or  the  true  value  of  the 
stocks  and  bonds,  (2)  to  deduct  therefrom  the  assessed  value  of 
any  visible  or  tangible  property,  and  (3)  to  take  such  proportion 
of  the  remainder  as  seems  reasonable  to  the  assessing  authority. 
This  makes  the  term  "franchise"  practically  the  equivalent  of 
what  is  called  in  some  other  States  "the  corporate  excess." 
Adapting  its  phraseology  to  the  purport  of  some  of  the  recent 
decisions  of  the  court,  the  new  statute  defines  a  franchise  to  in- 
clude "the  actual  exercise  of  the  right  to  be  a  corporation  and  to 
do  business  as  a  corporation  under  the  laws  of  the  State."  It 
also  includes  "the  right,  authority,  privilege,  or  permission  to 
maintain  wharves,  ferries,  toll  roads,  and  toll  bridges,  and  to 
construct,  maintain,  or  operate,  in,  under,  above,  upon,  through, 
or  along  any  streets,  highways,  public  places,  or  waters,  conduits 
or  other  means  for  conducting  water,  oil,  or  other  substances." 
This  language  you  will  possibly  recognize  as  adapted  from  the 
New  York  law. 

A  recent  decision  of  the  courts  made  the  point  that  a  corpora- 
tion might  also  possess  good  will.  Hence  the  legislature  directed 
that  due  allowance  should  be  made  for  good  will  in  determining 
the  value  of  the  franchise.  In  this  respect  a  differentiation 
from  the  accepted  meaning  of  the  corporate  excess  was  made. 

The  constitutional  amendment  provided  that  franchises 
"shall  be  assessed  at  their  actual  value,  in  the  manner  to  be 
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determined  by  law.  ..."  The  legislature  interpreted  "in 
the  manner  to  be  determined  by  law"  to  mean  merely  by  the 
authority  appointed  by  law,  and  placed  this  duty  on  the  state 
board  of  equalization  without  attempting  to  lay  down  any  rule 
of  valuation.  The  board  therefore  had  to  fall  back  on  the  de- 
cisions of  the  courts.  The  board  found  itself  confronted  with 
an  enormous  task.  It  had  to  ascertain  the  value  of  the  fran- 
chises of  nearly  20,000  corporations,  and  it  had  barely  four 
months  in  which  to  do  the  work.  The  board  decided  that  every 
corporation  has  a  franchise,  but  that  the  franchises  of  churches, 
benevolent  and  other  associations  that  are  exempt  from  taxes 
on  their  property,  had  too  little  value  to  be  assessed. 

An  examination  of  the  reports  filed  showed  that  no  one  rule 
would  work  in  every  case.  In  a  multitude  of  cases  nothing 
could  be  done  but  use  common  sense.  But  in  all  the  more  im- 
portant cases  one  of  the  following  rules  would  help.  The  first 
came  to  be  called  the  "Lane"  rule,  because  it  had  been  used  in 
the  past  in  Los  Angeles  by  Mr.  Lane,  the  board's  franchise  ex- 
pert. This  rule  was  to  start  with  one  half  of  the  market  or  true 
value  of  the  securities,  subtract  from  that  the  assessed  value  of 
the  property  taxed,  and  take  two  thirds  or  three  fourths  of  the 
remainder  as  the  value  of  the  franchise.  The  origin  of  the 
practice  of  taking  one  half  is  probably  to  be  found  in  the  pre- 
vailing practice  of  the  assessors  of  undervaluation. 

The  other  rule  is  that  called  the  Bank  of  California  rule,  from 
a  celebrated  franchise  case  which  had  been  decided  by  the  courts 
in  which  that  bank  was  concerned.  That  was  to  start  with  the 
entire  value  of  the  securities  and  deduct  therefrom  the  assessed 
value  of  the  tangible  property  and  take  one  third  or  one  fourth 
of  the  remainder.  It  will  readily  be  seen  that  the  Lane  rule 
would  not  work  in  those  cases  in  which  the  assessed  value  of 
the  tangible  property  exceeded  one  half  the  value  of  the  securi- 
ties. But  the  Bank  of  California  rule  would  always  work.  The 
trouble  with  the  latter  rule  was  that  it  often  seemed  to  give  too 
high  a  result. 

These  rules  were,  however,  regarded  as  merely  suggestive. 
After  the  computations  had  been  made,  the  board  fell  back  upon 
general  considerations.  It  had  to  consider  the  nature  of  the 
business.     A  water  company  exploiting  a  large  city  has  ob- 
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viously  more  franchise  value  in  proportion  to  its  capital  than 
a  little  company  conducting  a  candy  store.  The  privilege  of 
making  money  by  selling  mining  and  oil  stocks  to  the  guUible  is 
worth  more  per  $100  of  stock  than  the  privilege  of  evading  the 
inheritance  tax  by  incorporating  one's  family  estate.  The 
interrelations  of  corporations  had  also  to  be  considered.  If 
company  B  owns  part  of  the  stock  of  company  A,  and  A  has  been 
fully  taxed  on  its  franchise,  deduction  should  be  made  from  the 
value  of  the  stock  of  B  for  the  stock  of  A  owned  by  B. 

The  total  franchise  taxes  levied  upon  19,635  companies 
amounted  to  about  $1,675,000,  corresponding  to  franchise  values 
equal  to  $167,500,000.  This  may  seem  a  small  amount  when 
you  consider  that  the  total  assessment  roll  of  the  State  is  $2,500,- 
000,000.  But  it  must  be  remembered  that  all  the  great  public 
service  corporations,  except  the  water  companies,  are  taxed  on 
gross  receipts  and  their  franchises  are  not  separately  assessed. 
Also,  that  the  franchises  of  the  700  banks  are  not  included.  It 
might  go  without  saying  that  there  was  a  tremendous  amount 
of  hissing  when  these  feathers  were  plucked.  The  little  goslings 
made  more  noise  than  the  big  ones,  as  is  often  the  case  with 
children.  But  time  and  custom  deaden  pain,  and  probably  next 
year  there  will  be  less  outcry. 

The  most  common  argument  advanced  by  those  who  would 
like  to  dodge  the  tax  on  their  franchises  was  that  the  right  to 
do  business  as  a  corporation  could  not  be  worth  more  than  it 
cost  in  fees  and  attorneys'  charges  to  obtain  it.  This  is  the 
same  argument  as  that  of  the  servant  who  kept  his  Lord's 
talent  laid  up  in  a  napkin.  The  taxgatherer  is  undoubtedly 
an  austere  man ;  taking  up  that  he  laid  not  do^VTl,  and  reap- 
ing that  he  did  not  sow,  but  nevertheless  most  corporations 
do  even  better  than  the  good  and  faithful  servants  in  the 
parable.  They  use  their  franchises  in  trading,  and  gain 
thereby  not  merely  ten,  but  a  thousand,  fold.  The  existence 
of  a  large  margin  between  the  value  of  the  corporation's 
holdings  and  the  taxed  property  is  ample  evidence  that  the 
right  to  be  a  corporation  has  been  used  to  good  advantage. 

An  argument  of  slightly  more  merit  is  advanced  against  taxing 
corporations  on  their  franchises  when  firms  and  partnerships 
with  which  the  corporations  compete  are  not  required  to  pay 
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a  similar  tax.  The  obvious  remedy,  however,  is  to  find  some 
means  of  reaching  the  firm  or  partnership.  This  can  be  done 
either  by  taxing  the  good  will  or  by  a  license  tax. 

The  taxation  of  franchises  is  the  sole  part  of  the  new  system 
in  which  the  state  board  exercises  any  discretionary  powers. 
The  rest  of  the  system  is  strictly  in  accord  with  Mr.  Foote's 
rule,  promulgated  years  ago  in  "Pubhc  Policy"  :  "The  property 
and  business  of  public  service  corporations  should  be  taxed  as  a 
unit  by  a  mathematical  rule  that  will  eliminate  the  necessity  for 
the  exercise  of  judicial  discretion  by  assessors."  But  as  the 
taxation  of  franchises  is  that  part  of  the  tax  system  in  which  the 
personal  effort  must  be  made  to  reach  the  many  concealable 
sources  of  revenue  which  might  otherwise  be  untapped,  and 
where  the  tax  dodger  ought  to  be  caught,  it  is  the  place  of  all 
others  where  wide  discretionary  powers  must  be  granted  and 
exercised. 

It  is  safe  to  assume  that  the  new  tax  system  will  lead  to  a 
certain  amount  of  litigation.  So  sweeping  a  change  offers  a 
tempting  field  to  the  attorneys.  Most  of  the  cases  will  be  triv- 
ial. The  new  law  was  written  only  after  a  most  careful  review 
of  all  the  principles  of  law  at  stake.  The  new  law  requires  that 
the  companies  must  pay  their  taxes  first  and  then  sue  to  recover. 
That  of  course  cannot  affect  any  case  that  comes  under  federal 
jurisdiction.  But  the  public  service  corporations  can  win  only 
to  lose  again,  for  if  they  should  succeed  in  cutting  out  all  inter- 
state earnings  from  the  computation  of  their  taxes,  the  legisla- 
ture could  at  once  increase  the  rates  on  the  remaining  taxable 
receipts  by  an  amount  sufficient  to  make  good  the  loss.  The 
bank  taxes  are  strictly  in  accord  with  the  federal  law  and  with 
a  set  of  decisions  that  run  unbroken  from  the  civil  war.  The 
general  principles  are  so  well  established  that  the  taxes  can,  I 
believe,  be  attacked  only  on  matters  of  procedure,  or  questions 
of  fact. 

One  of  the  results  hoped  for  from  the  new  system  is  that  the 
county-assessed  valuations  will  be  raised  to  approximately  the 
true  value  of  the  property.  If  there  is  no  state  tax  on  property, 
in  general,  there  is  no  reason  for  undervaluation.  Full  valua- 
tion would  make  it  easier  to  avoid  inequalities  between  indi- 
viduals ;  it  would  result  in  a  better  showing  of  the  wealth  of  the 
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counties ;  it  would  give  lower  nominal  tax  rates,  and  increase 
the  borrowing  capacity  of  the  municipalities.  This  first  year 
the  expected  increase  in  the  valuations  has  not  been  generally 
made.  Most  of  the  assessors  held  back,  fearing  that  there  might 
be  a  state  tax  on  property  generally.  They  waited  to  see  how 
the  new  system  was  going  to  work.  The  situation  is,  moreover, 
somewhat  complicated  by  the  fact  that  at  the  same  election  at 
which  the  new  tax  system  was  adopted  the  people  voted  a  tax 
of  $1,250,000  per  annum  for  four  years  for  the  support  of  the 
Panama  Pacific  Exposition  and  provided  that  this  tax  should  be 
levied,  assessed,  and  collected  in  the  same  way  as  taxes  had  been 
levied,  assessed,  and  collected  before  the  adoption  of  the  new 
system.  This  continues  the  old  system  for  four  years,  but  for 
this  one  purpose  only.  This  tax  is  so  light,  being  only  about 
5  cents  per  $100  of  assessed  valuation,  that  it  does  not  afford  a 
good  reason  for  continued  undervaluations.  A  movement  in 
the  direction  of  higher  valuations  should  be  apparent  soon. 
That,  at  least,  is  the  opinion  of  many  of  the  assessors  and  of  all 
conversant  with  the  situation. 
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By  Herbert  Knox  Smith 
Commissioner  of  Corporations,  Washington,  D.C. 

I  DO  not  appear  as  an  expert  in  the  theory  of  taxation.  Mj'' 
object  will  be  simply  to  state  existing  facts.  So  far  as  I  am  ob- 
liged, for  the  sake  of  clearness,  to  venture  into  the  field  of  theory, 
I  do  so  Avith  apologies. 

The  United  States  Bureau  of  Corporations,  of  which  I  am 
Commissioner,  has  for  several  years  studied  taxation  of  corpora- 
tions by  the  States.  We  have  thus  far  published  three  reports, 
each  dealing  with  a  group  of  five  or  six  States,  such  as  New 
England.  Our  primary  purpose  has  been  to  present  the  corpo- 
rate taxation  system  of  each  State  in  about  25  or  30  pages,  in 
plain  language  and  in  such  uniform  shape  as  will  make  it  possible 
to  compare  one  State  with  another.  The  readers  we  have  had 
especially  in  mind  have  been  the  man  in  the  street,  the  practical 
administrator  in  the  state  ofl&ces,  the  legislator  in  the  state 
assemblies,  and  not  the  scientific  student  of  taxation.  These 
summaries  have  been  taken  in  the  first  instance  from  the  stat- 
utes, but  have  then  been  verified  and  completed  on  the  spot 
with  the  respective  state  officials  in  every  case,  and  have  been 
accompanied  with  the  actual  financial  results.  All  this  work 
was  necessary  to  show  the  practical  working  of  a  given  system. 

It  is  my  impression  that  when  we  Americans  legislate  on  taxa- 
tion in  the  various  States  we  think  less  of  theory,  of  equitable 
division  of  burden,  and  more  of  purely  material  considerations 
of  the  revenue  to  be  raised,  than  in  most  other  subject  matters 
of  legislation.  As  a  former  member  of  the  Connecticut  legis- 
lature, I  have  been  guilty  of  exactly  this  conduct,  and  I  think 
I  know  the  attitude  of  the  ordinary  state  legislator.  He  is 
chiefly  interested  in  getting  a  sufficient  revenue,  and,  judging 
by  my  own  case,  he  is  so  at  sea  as  to  taxation  theory  that  he 

139 


140  STATE  AND  LOCAL  TAXATION 

usually  seizes  upon  the  most  obvious  method  to  that  one  end  of 
revenue,  without  much  regard  to  the  general  principles  involved. 

This  condition,  of  course,  is  changing  now.  The  States  are 
more  and  more  applying  expert  knowledge  to  taxation,  through 
trained  tax  commissioners  and  commissions.  But  the  broad 
statement  still  holds. 

It  holds,  not  only  of  the  legislator,  but  also  of  what  I  may  call 
the  whole  public  "legislative  mind,"  that  is,  public  opinion  in  its 
function  of  affecting  legislation.  Recognizing  this,  the  Bureau 
of  Corporations  has  tried  to  take  a  position  midway  between 
that  pubhc  "legislative  mind"  and  the  small  body  of  scientific 
experts,  and  to  state  intelligibly  the  actual  experiments  of  the 
various  States,  while  at  the  same  time  endeavoring  to  bring  the 
facts  of  those  experiments  into  some  relation  with  general  prin- 
ciples. 

With  this  broad  purpose  in  view,  we  selected  the  subject  of 
corporate  taxation  because  it  is  peculiarly  fitted  to  serve  as  that 
sort  of  an  object  lesson.  One  can  apply  theory  to  the  taxation 
of  corporations  much  more  readily  than  to  individuals.  There  is 
no  personal  equation  to  be  considered ;  corporate  income  and 
corporate  property  are  much  more  matters  of  public  knowledge ; 
corporate  conditions  are  more  permanent  and  easy  of  classifi- 
cation than  are  conditions  of  individual  business.  Most  of  the 
advance  which  the  various  States  have  made  in  intelligent 
taxation  has  been  first  applied  to  corporations. 

We  selected,  as  best  adapted  for  our  purpose,  only  the  more 
general  forms  of  corporate  business,  — roughly  speaking,  corpora- 
tions engaged  in  transportation,  transmission  (e.g.  telegraph 
and  telephone),  manufacturing,  and  mercantile  business.  We 
omitted,  for  the  sake  of  simplicity,  the  more  specialized  forms, 
such  as  banking,  insurance,  etc. 

Our  forty-six  States  constitute  each  an  experiment  station  in 
legislation.  We  get  from  this  confusion,  but  we  also  have  the 
counterbalancing  advantage  that  almost  every  theory  is  ulti- 
mately tried  out.  The  Bureau  of  Corporations  has  so  far  re- 
ported on  sixteen  States  and  the  District  of  Columbia.  (To 
avoid  circumlocution,  I  will  hereafter  call  them  seventeen 
States.)  They  are  as  follows  :  Maine,  New  Hampshire,  Ver- 
mont, Massachusetts,  Rhode  Island,  Connecticut,  New   York, 
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New  Jersey,  Pennsylvania,  Delaware,  Maryland,  District  of  Co- 
lumbia, Ohio,  Illinois,  Indiana,  Michigan,  and  Wisconsin.  We 
hope  in  due  time  to  cover  the  whole  country.  But  hereafter 
I  am  speaking  simply  of  these  seventeen  States,  and  am  not 
claiming  any  knowledge  of  other  systems,  or  of  forms  of  business 
other  than  those  specified. 

It  is  my  intention  to  review,  very  briefly,  the  general  line  of 
that  State  experimentation,  so  far  as  covered  by  our  work,  up 
to  the  present ;  to  point  out  the  important  tendencies  shown, 
the  useful  results  of  the  varying  experiments,  and  especially  the 
conscious  or  unconscious  development  of  certain  theories  of 
taxation. 

It  is  not  especially  significant  to  give  continually  the  names  of 
the  particular  States.  It  is  rather  my  desire  to  show  how  far 
certain  tj^es  of  corporate  taxation  have  been  adopted,  how 
certain  theories  have  been  applied,  and  what  the  results  have 
been.  I  want  to  show  the  tendency  toward  one  or  another 
system,  and  to  direct  j^our  attention  toward  the  most  interesting 
experiments. 

A  rough  classification  of  the  subject  matter  may  be  as  follows  : 
(1)  tax  rate;  (2)  fund  from  which  taxes  are  taken;  (3)  methods 
of  assessments ;  and  (4)  methods  of  administration.  Along 
wdth  this  should  be  noted  (5)  the  growing  tendency  to  classify 
corporations  into  different  groups  according  to  types  of  business, 
and  also  (6)  the  tendency  toward  separation  of  the  sources  of 
revenue  as  between  the  State  and  the  localities. 

W«  may  assume  for  a  sort  of  base  line,  from  which  to  start, 
the  old  primitive  system  of  what  may  be  called  the  "general 
property"  tax,  applied  at  a  given  rate  to  all  property  as  such, 
usually  in  the  first  instance  on  a  basis  of  local  assessments. 
Roughly  speaking,  this  system  was  almost  universal  up  to  about 
the  middle  of  the  last  century.  From  this  time  on,  the  States 
began  to  experiment  in  various  directions  from  that  base  line, 
usually  with  corporations. 

The  most  noticeable  line  of  specialization  is  the  now  quite 
common  method  of  taxing  certain  corporations,  not  on  property, 
but  on  gross  receipts.  This  tax  is  usually  collected  and  assessed 
by  the  State,  for  state  purposes.  It  is  most  commonly  applied 
to  the  so-called  pubhc  service  corporations    (railroads,  street 
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railways,  telegraph,  telephone,  express,  power,  light,  and  similar 
concerns).  Out  of  the  seventeen  States  already  studied,  about 
ten  have  a  tax  on  gross  receipts.  Seven  States  apply  this  system 
to  telephone,  telegraph,  express,  and  car  companies ;  five  States 
apply  it  to  railroads  and  to  power  companies ;  four  to  street  rail- 
ways ;  and  two  to  pipe-line  companies.  It  is  almost  invariably 
in  the  form  of  a  given  per  cent  of  the  gross  receipts  (sometimes 
gross  earnings).  Only  one  State  out  of  the  seventeen  has  abso- 
lutely no  gross-receipts  tax.  So  far  as  I  am  aware,  no  one  of 
these  States  taxes  net  earnings.  The  Federal  corporation  tax 
law  does. 

Just  why  public-service  corporations  should  have  been  so 
almost  uniformly  selected  as  the  object  of  the  gross-receipts  tax 
is  not  entirely  clear.  One  might  venture  the  guess  that  it  is 
because  these  corporations  usually  enjoy  some  monopolistic 
privilege  granted  by  the  State,  and  that  it  was  therefore  felt 
that  the  State  was  entitled  to  share  in  the  profits  therefrom. 

The  use  of  the  gross-receipts  tax  led  logically  to  another  form 
of  specialization,  namely,  the  classification  of  corporations  ac- 
cording to  forms  of  industry.  This  was  necessary  to  make  the 
tax  at  all  fair.  Differences  in  industrial  conditions  make  it 
entirely  possible  that  the  gross  receipts  of  two  corporations  of 
the  same  size  may  be  exactly  the  same  and  yet  their  net  income, 
their  ability  to  pay,  be  very  different.  For  example,  the  gross 
receipts  of  a  water-power  concern  might  be  relatively  high,  but 
owing  to  the  fact  that  the  fixed  charges  in  a  water-power  plant 
are  also  relatively  high,  the  net  profits  might  be  relatively  low. 
Accordingly,  the  States  have  differentiated  between  the  rate  of 
gross-receipts  tax  which  they  apply  to  various  classes  of  corpora- 
tions. For  example,  of  the  seventeen  States  named,  seven 
States  place  in  a  special  class  (either  by  themselves,  or  with 
one  or  two  other  forms  of  companies)  railroads ;  eight  States, 
telegraph  and  telephone  companies ;  six  States,  express  com- 
jjanies ;  six  States,  street  railroads ;  four  States,  car  companies ; 
four  States,  power  and  lighting  companies ;  two  States,  pipe-line 
companies.  One  State  places  in  a  special  class  all  companies 
using  the  highways  ;  one  State  places  together,  all  in  one  class, 
railroads,  street  railways,  telegrai)h,  telejihono,  express,  light, 
and  pipe-line  companies;   and  two  or  three  States  divide  the 
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property  of  railroads  into  two  classes  in  each  case,  Class  A  being 
assessed  by  the  State  and  Class  B  being  assessed  locally. 

Certain  of  these  figures  of  classification  may  be  subject  to  some 
slight  modification,  dependent  upon  different  interpretations  of 
state  statutes  and  administration.  They  are  sufficiently  ac- 
curate, however,  to  indicate  that  quite  a  high  degree  of  classi- 
fication for  taxation  purposes  has  been  reached  in  the  States  so 
far  studied. 

Administration.  —  The  next  salient  point  is  the  difference  in 
the  administration  of  taxation.  This  calls  for  especial  empha- 
sis. A  mere  closet  study  of  tax  statutes  would  lead  one  to  be- 
lieve that  our  advance  in  theory  of  taxation  had  been  much 
greater  than  it  actually  has  been.  But  when  that  closet  study 
is  supplemented,  as  we  have  supplemented  it,  by  a  study  in  the 
field,  by  discussions  with  local  authorities,  and  by  a  considera- 
tion of  actual  revenue  returns,  it  becomes  quite  clear  that  there 
is  a  good  deal  more  of  theory  than  of  practice  in  many  of  the 
state  statutes. 

The  taxation  of  "corporate  excess"  gives  perhaps  the  best 
example  of  this  difference  between  practice  and  theory. 

Corporate  excess,  roughly  speaking,  is  that  value  of  a  corpora- 
tion's total  assets  (largely  intangible)  over  and  above  its  prop- 
erty ordinarily  covered  by  the  general  property  tax.  Quite 
a  number  of  the  States  provide  by  statute  that  the  assessing 
authority  shall  appraise  the  total  value  of  the  corporation's 
property,  including  the  market  value  of  its  stock,  shall  deduct 
therefrom  the  total  assessed  value  of  the  property  otherwise 
taxed,  and  place  a  tax  upon  the  remainder,  the  "corporate 
excess."  This  is  the  theory.  In  practice,  only  two  States  do 
this  to  any  appreciable  extent,  Massachusetts  and  Connecticut. 
Massachusetts  is  the  best  example  of  an  efficiently  administered 
corporate-excess  tax.  The  actual  market  value  of  the  corpora- 
tion's stock  is  the  determining  factor  there.  This  value,  of 
course,  includes  all  values  of  its  propertj^,  and  is  perhaps  the  best 
single  evidence  of  such  values.  In  Massachusetts  this  measure 
is  effectively  applied,  resulting  in  a  large  return  from  corporate- 
excess  taxation.  Connecticut  uses  the  same  principle,  though 
by  no  means  as  broadly,  and  adds  to  it  another  feature ;  namely, 
to  the  market  value  of  the  stock  of  a  given  corporation  it  adds, 
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in  assessing  the  corporate  excess,  the  amount  of  its  bonded 
indebtedness. 

Now,  there  are  at  least  three  other  States,  and  to  a  lesser 
degree  still  others,  whose  statutes  specifically  provide  for  the 
same  sort  of  tax,  but  the  practice  is  so  different  that  none  of 
them  can  be  really  credited  with  having  a  corporate-excess  tax. 

In  short,  differences  of  administration  make,  perhaps,  the 
majority  of  the  real  differences  in  results  between  the  various 
States.  These  differences  appear  chiefly  in  the  state-admin- 
istered taxes.  It  is  safe  to  say  that  as  to  local  assessment  and 
taxation  by  towns  and  counties  there  is  little  striking  variation. 
The  local  assessor,  roughly  speaking,  is  about  the  same  the 
country  over.  But  it  is  in  the  state  administration  that  one 
sees  the  differences.  The  state  officials  doing  this  work  range  all 
the  way  from  a  more  or  less  permanent  commission  of  experts, 
giving  their  entire  time  to  the  business,  completely  covering  a 
large  field  of  state  taxation,  and  also  having  considerable  au- 
thority over  local  taxation,  down  to  a  perfunctory  state  board, 
with  frequently  changing  personnel,  made  up  of  members  who 
primarily  hold  other  more  important  offices,  such  as  Lieutenant- 
Governor,  Secretary  of  State,  etc.,  and  whose  taxation  work  is 
decidedly  subordinate. 

Therefore,  to  get  at  the  real  causes  of  the  differences  in  taxa- 
tion results,  I  particularly  commend  a  study  of  state  admin- 
istration. At  least  six  States  have  fairly  active  tax  commissions 
or  commissioners,  three  of  these  being  decidedly  effective  in 
practice,  and  exercising  a  strong  control  over  both  state  and 
local  taxation. 

The  other  extreme  is  reached  in  one  State,  where  there  is 
almost  no  centralization  of  function,  where  the  old  "general 
property"  tax  is  almost  the  only  one,  and  where  each  local 
assessor  actually  assesses  separately  even  the  property  of  the 
railroads  within  his  jurisdiction.  Such  purely  local  assessment 
of  railroads  is  almost  unique  in  the  seventeen  States. 

Tax  on  Capital  Stock.  —  Another  line  of  specialization  is  the 
tax  on  the  par  value  of  capital  stock,  either  authoriaed  or  issued. 
In  a  number  of  state  statutes  the  words  "capital  stock"  really 
mean  assets,  and  have  no  necessary  relation  to  capitalization  as 
such.     The  true  tax  on  capital  stock  appears  in  Maine,  Dela- 
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ware,  and  Ohio,  and  is  especially  prominent  in  New  Jersey,  as 
an  accompaniment  of  New  Jersey's  activity  in  chartering  cor- 
porations. 

Thus  far  I  have  treated  mainly  the  fund  from  which  taxes 
are  collected,  as  further  modified  by  the  methods  of  adminis- 
tration. In  the  other  States,  not  referred  to  above,  the  older 
form  of  general  property  tax  is  still  the  predominant  form. 
This  is  true  even  of  corporations  in  a  majority  of  the  States, 
though  nearly  all  of  them  have  at  least  some  forms  of  special 
taxation. 

Rate  of  Taxation.  —  Less  difference  in  principle  appears  in 
this  factor,  of  course,  than  in  any  other.  There  are  two  main 
lines  of  variation.  First,  as  noted  above,  there  is  the  variation 
in  the  rate  on  gross  receipts  of  different  kinds  of  pubHc-service 
companies.  Second,  there  is  the  rate  which  is  known  as  the 
"average  state  rate,"  which  appears  in  three  States.  Roughly 
speaking,  this  is  the  average  rate  of  taxation  throughout  the 
State.  This  rate  is  ascertained  by  the  state  officials,  and  applied 
usually  to  corporations  whose  operations  cover  a  considerable 
portion  of  the  State,  which  seems  quite  a  fair  principle  in.  such 
cases,  certainly  in  a  tax  that  is  devoted  to  state  purposes. 

Separation  of  Sources  of  Revenue.  —  Quite  a  common  tendency 
is  the  separation  of  the  sources  of  the  state  tax  revenue  from  the 
sources  of  local  revenue.  The  usual  form  is  for  the  State  to  rely 
more  or  less  completely  upon  taxes  from  corporations,  or  cer- 
tain classes  of  corporations,  leaving  to  the  localities  the  general 
property  tax  on  other  corporations  and  upon  individuals.  In 
some  cases  this  state  revenue  is  sufficient ;  in  other  cases  the 
State  itself  imposes  a  general  property  tax  in  order  to  supple- 
ment its  special  revenue  from  corporations.  The  States  vary 
widely  in  their  ratio  of  state  revenue  derived  from  corporate 
taxation  as  such.  Of  the  seventeen  States,  New  Jersey  gets  92  per 
cent  of  its  state  revenue  from  corporate  taxation  administered 
by  the  State;  Vermont,  86;  Connecticut,  80;  Wisconsin,  71. 
On  the  other  hand,  the  District  of  Columbia  gets  only  16  per 
cent  from  such  sources ;  Indiana,  19  per  cent ;  the  next  lowest  is 
Maryland,  with  32  per  cent.  These  revenues,  let  me  repeat, 
are  those  from  the  special  corporate  taxes  assessed  and  collected 
by  the  State.     Many  of  the  States,  however,  also  get  a  con- 
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siderable  additional  revenue  from  corporations  under  a  general 
property  tax  imposed  by  the  State  upon  all  property.  It  is 
usually  impossible,  however,  in  such  a  tax  to  separate  the  amount 
that  comes  from  corporations  from  that  which  comes  from  in- 
dividuals, so  that  there  is  no  working  separation  of  sources. 
For  example,  it  is  highly  probable  that  Indiana,  which  obtains 
only  19  per  cent  of  its  state-administered  taxes  from  corpora- 
tions, nevertheless  really  gets  between  40  and  50  per  cent  from 
corporations,  the  bulk  of  it  coming  under  a  general  property  tax 
which  applies  both  to  corporations  and  to  individuals,  and  is  not 
separable  by  sources. 

Distribution.  —  Another  feature  closely  allied  to  the  foregoing 
is  the  common  system  of  distributing  back  among  the  localities 
a  considerable  portion  of  the  revenue  collected  by  the  State. 
Several  States,  after  collecting  the  tax  on  certain  corporations, 
thus  return  either  the  whole  or  a  portion.  This  distribution  is 
apportioned  usually  according  to  the  amount  of  stock  of  the 
corporations  held  in  those  localities,  or  to  the  mileage  of  wires, 
tracks,  etc.,  existing  in  the  localities,  or  to  the  gross  earnings  in 
each  locality.  The  tendency  in  these  cases  is  to  regard  the  State 
simply  as  a  collecting  agency,  best  adapted,  indeed,  to  assess 
and  collect  the  tax  on  a  state-wide  plant,  but  required  to  return 
most  of  the  tax  to  the  localities  for  the  revenue  purposes  of  those 
localities. 

Let  me  conclude  by  pointing  out  certain  special  instances  of 
particular  interest  to  this  audience  as  students  of  taxation. 

Connecticut.  —  This  State  has  a  unique  tax  called  the  "chose- 
in-action"  tax.  This  is  my  own  State,  and  I  may  therefore  be 
permitted  to  say,  perhaps,  that  this  tax  is  a  rather  humorous 
recognition  of  the  frailty  of  human  nature.  It  allows  the  holder 
of  bonds,  notes,  etc.,  to  make  a  return  of  these  to  the  state  au- 
thorities, pay  a  tax  of  4  mills,  and  thereby  escape  local  taxation 
thereon,  which  is  usually  at  a  much  higher  rate,  say  15  or  20 
mills.  These  securities  obviously  are  the  forms  of  property 
most  easily  concealable. 

New  York.  —  New  York  has  a  stock-transfer  tax,  peculiarly 
appropriate,  of  course,  as  its  metropolis  has  our  greatest  stock 
market.     It  derived  in  1909  over  $5,000,000  from  that  tax. 

Delaware.  —  Delaware  has  an  unusual  system  of  commuta- 
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tion  taxes ;  that  i.s,  the  railroads  in  Delaware  are  allowed  to  pay 
yearly  a  fixed  lump  sum,  differing  in  each  case,  in  lieu  of  other 
taxation. 

Ohio.  —  Ohio  has  applied  very  effectively  the  so-called  "unit 
rule"  for  valuing  its  share  of  property  of  certain  large  interstate 
corporations,  such  as  express  companies.  It  takes  the  entire 
market  and  other  value  of  the  stock  of,  say,  the  Adams  Express 
Company,  as  a  unit  throughout  the  country,  obtains  the  pro- 
portion of  that  value  attributable  to  Ohio  on  the  basis  of  mileage 
of  routes  or  lines,  and  assesses  that  proportion  as  the  value  in 
Ohio.  That  is  to  say,  it  taxes  its  portion  of  the  value  of  the 
company  as  a  going  concern,  and  not  merely  the  tangible  prop- 
erty located  in  Ohio.  This  tax  was  sustained  by  the  Supreme 
Court  of  the  United  States. 

Michigan  and  Wisconsin.  —  These  States  are  alike  in  two 
interesting  features.  First,  they  have  deliberately  reversed  the 
tendency  in  most  of  the  other  States,  and,  having  tried  a  sj^stera 
of  taxing  certain  corporations  based  on  gross  receipts,  have  prac- 
tically wiped  out  that  system  and  have  gone  back  to  the  general 
property  tax  theory.  This  was  done  for  reasons  that  have  been 
clearly  stated  and  apparently  entirely  satisfactory  to  those 
States.  The  reasons,  it  must  be  admitted,  have  considerable 
force.  Their  present  general  property  tax  system,  however,  is 
by  no  means  comparable  with  the  old  primitive  form  of  that  tax. 
The  difference  lies  in  their  greatly  improved  methods  of  admin- 
istration and  assessment.  These  two  States  have  taken  the 
lead,  for  example,  in  making  extremely  thorough  and  complete 
physical  valuation  of  railroad  properties  within  their  borders. 
They  also  have  a  high  degree  of  centralization  of  administra- 
tion, TN-ith  a  marked  effectiveness.  The  result  is  that  their 
assessment  system  is  a  very  different  thing  from  the  old  local 
assessment  system  under  the  original  general  property  tax. 

Finally,  if  I  were  to  lay  out  a  course  of  practical  study  for  the 
man  who  desired  to  get,  from  our  great  series  of  experiments, 
the  best  results  for  practical  application  in  his  State,  I  would 
advise  him  as  follows :  for  high  degree  of  classification  and 
advanced  theory,  I  would  refer  him  to  IMassachusetts ;  for  ad- 
ministrative effectiveness  and  centralization,  to  ]\Iassachusetts, 
Wisconsin,  and  Michigan;   for  separation  of  state  revenues,  to 
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New  Jersey  and  Connecticut ;  for  the  most  effective  and  com- 
plete application  of  the  general  property  tax  theory,  to  Michigan 
and  Wisconsin  ;  for  the  best  example  of  the  old  general  property 
tax,  to  Rhode  Island  and  the  District  of  Columbia ;  for  com- 
plexity of  classification  and  high  differentiation  of  subject 
matter,  to  New  York. 

Let  me  end  with  a  saving  clause.  I  have  tried  to  state  certain 
broad  facts,  not  theories.  This  is  rash  because  a  theory  can 
always  be  defended,  on  some  ground,  whereas  a  fact  is  a  fact, 
and  its  misstatement  lays  one  open  to  immediate  downfall. 
And  it  is  peculiarly  dangerous  to  summarize  broadly,  as  I  have 
done,  the  facts  of  taxation.  Statutes  are  obscure,  practices 
differ,  and  the  joint  result  is  by  no  means  always  ascertainable, 
even  from  those  who  administer  the  law.  One  cannot,  therefore, 
survey  the  broad  field  of  seventeen  States  without  error  or  omis- 
sion. My  sole  excuse  for  so  venturesome  an  attempt  before  such 
an  audience  is  the  modest  desire,  not  to  instruct,  but  to  suggest ; 
not  to  speak  as  the  possessor  of  certain  knowledge,  but  rather  to 
call  certain  suggestions  and  tendencies  to  the  attention  of  those 
who  have  knowledge  and  can  make  practical  use  of  it. 


THE  ASSESSMENT   OF   PUBLIC   SERVICE   COR- 
PORATIONS 

By  Alfred  E.  Holcomb 

Assistant  Secretary  American  Telephone  &  Telegraph  Compan}^ 
New  York 

The  assessment  of  public  service  corporations  has  seemed 
to  be  a  matter  of  peculiar  difficulty.  It  has  been,  at  any  rate, 
treated  as  such  from  the  start,  until  it  has  rather  come  to  be 
admitted  as  something  impossible  of  settlement,  and  to  be  left 
in  the  class  of  economic  questions  which  are  not  really  to  be 
settled,  but  rather  to  be  dismissed  as  unsettled,  and  to  some 
extent,  insolvable. 

This  characterization  may  or  may  not  be  strictly  accurate  in 
particular  cases,  but  it  perhaps  represents  pretty  fairly  the  feel- 
ing that  exists  generally,  and  will  at  least  serve  the  purpose  of 
the  writer  as  a  starting  point. 

Under  the  conditions  above  suggested,  the  question  might  be 
treated  as  the  purely  theoretical  one  of  how  these  corporations 
might  properly  be  assessed,  looked  at  from  the  economic  stand- 
point ;  and  how,  if  you  please,  they  should  be  assessed  in  order 
to  make  the  burden  upon  them  "equal  and  uniform,"  as  the 
expression  is,  wdth  the  burden  upon  other  forms  of  property. 
Again,  the  question  might  be  discussed  by  the  assumption  of 
some  particular  method  as  being  capable  of  application  so  as 
to  reach  fair  and  just  results.  This  discussion  would  consist  of 
the  array  of  all  the  advantages  claimed  for  the  particular  method, 
and  the  emphasizing  of  those  advantages ;  the  statement  of  the 
objections  and  the  minimizing  of  those  objections.  In  other 
words,  the  treatment  would  thus  be  a  form  of  special  pleading, 
resulting  in  a  conclusion  based  upon  facts,  some  of  which  might 
be  undisputed,  but  many  of  which  would  surely  be  in  dispute. 

149 


150  STATE  AND  LOCAL  TAXATION 

Such  a  conclusion  might  quite  naturally  satisfy  the  mind  of  the 
pleader  in  the  particular  case,  and  might  be  quite  valuable  and 
suggestive  to  others  dealing  with  similar  conditions. 

These  two  methods  have  thus  a  very  important  value  in  any 
survey  of  the  subject,  and  they  are  the  methods  which  have 
been  usually  em.ployed  in  the  discussion  of  this  subject. 

Looking  through  the  various  volumes  of  the  proceedings  of 
these  conferences,  I  am  at  once  ready  to  say,  for  myself,  that 
I  should  be  willing  to  follow  absolutely  the  conclusions  reached 
by  the  economists,  administrators,  and  students,  because  they 
appeal  to  me  as  being  based  upon  sound  reasoning,  and  to  be 
fortified  by  a  convincing  array  of  undisputed  facts. 

When  we  come  to  observe,  however,  what  actually  takes 
place  in  our  legislatures  and  in  Congress,  and  what  have  been 
the  recommendations  of  special  tax  commissions  whose  mem- 
bers have,  in  many  instances,  attended  these  conferences,  we 
must,  I  think,  be  forced  to  the  conclusion  that  the  question  of 
the  taxation  of  public  service  corporations  has  not  been  brought 
much  nearer  a  solution  through  the  influence  of  the  discussions 
which  have  been  had  before  these  conferences.  We  find  the 
most  recent  statutes  embodying  provisions  which  are  totally  at 
variance  with  the  best  theoretical  and  official  thought  on  the 
subject,  and  we  find  commissions  making  recommendations 
directly  opposed  to  the  well-thought-out,  logical,  and  practical 
conclusions  of  these  experts. 

This  is  so,  not  only  as  to  the  taxation  of  public  service  cor- 
porations, but  also  as  to  the  taxation  of  property  generally,  and 
is,  in  my  judgment,  inevitable  in  dealing  with  a  question  of  this 
character.  Taxation  has  come  to  be,  whether  wc  like  it  or  not, 
but  one  phase  of  a  much  broader  question  —  the  question  of 
the  proper  relation  of  citizen  to  citizen,  and  of  citizen  to  the 
State  —  so  that  the  taxation  of  public  service  corporations  is  but 
one  phase  of  the  broader  subject  of  public  control  of  private 
enterprise  in  corporate  form. 

We  may  say  that  it  is  unwise  to  confuse  taxation  with  regula- 
tion, but  whether  unwise  or  not,  it  is  inevitable  as  a  matter  of 
practical  experience,  witness  the  notable  example  of  the  Federal 
Corporation  Tax,  which  was  supported  and  advocated  as  a  regu- 
latory measure. 
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This  much  has  been  said  by  way  of  introduction,  and  in  justi- 
fication of  the  writer's  conviction  formed  from  a  rather  intimate 
study  of  the  form  and  administration  of  tax  laws,  that  very  Uttle 
help  is  to  be  derived  from  a  theoretical  discussion  of  the  question. 
Even  had  I  the  ability  to  discuss  the  question  from  this  stand- 
point, I  would  consider  it  unimportant  to  do  so.  I  would,  how- 
ever, earnestly  recommend  to  those  in  attendance,  a  review  of 
the  able  papers  heretofore  presented,  and  from  which  I  have 
personally  derived  great  profit. 

Taxation  an  Administrative  Question 

My  purpose  is  to  rather  emphasize  the  so-called  practical  side 
of  the  question,  by  which  is  meant  the  situation  as  it  actually 
is  presented  in  daily  experience,  and  my  aim  is  to  attempt  to 
make  some  very  simple  and  homely  suggestions,  which  would 
appear  to  me  to  lead  to  a  minimizing  of  the  difficulties  in  the 
present  methods  of  administration  of  the  laws  for  the  taxation 
of  public  service  corporations. 

It  seems  proper,  therefore,  that  some  of  the  difficulties  which 
are  met  with  be  reviewed ;  and  an  attempt  be  made  to  see 
whether  they  may  not  be  overcome  without  radical  and  startling 
changes  in  the  substantive  law. 

Change  in  Attitude  Needed 

We  come  at  once,  therefore,  to  consider  what  appears  to  me 
to  constitute  the  chief  stumbling  block  in  the  way  of  more 
rational  treatment  of  the  assessment  of  public  service  corpora- 
tions, namely,  the  attitude  towards  the  subject  on  the  part  of  the 
corporations  themselves,  the  public,  and  administrative  officers. 
As  indicated  at  the  beginning,  the  question  has  come  to  be 
considered  one  not  quite  difficult  enough  to  demand  absolute 
settlement,  and  yet  not  quite  simple  enough  to  be  neglected, 
and  so  we  have  gone  struggling  along  through  the  mazes  and 
mysteries  of  verbiage  in  statute,  decision,  and  argument,  with 
very  little  constructive  work  looking  towards  a  settlement. 

This  failure  to  really  grasp  the  subject  comes  naturally  from 
certain  difficulties  inherent  in  the  subject  matter,  and  certain 
circimistances  which  necessarily  tend  to  produce  the  situation 
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described.  A  corporation  is,  of  course,  simply  a  collection  of 
individuals  united  for  the  purpose  of  carrying  on  an  enterprise. 
This,  of  itself,  would  not  seem  to  constitute  any  very  great 
cause  of  difference  in  the  attitude  of  the  public  towards  the 
property  of  this  collection  of  individuals,  but  in  reality  it  does 
affect  the  attitude  very  emphatically,  and  here  we  see  the 
illustration  of  the  close  relation  of  taxation  to  regulation,  men- 
tioned above. 

The  difference  in  situation  of  the  public  service  corporation 
and  the  ordinary  property  owner  is  still  more  marked,  because 
the  very  conditions  under  which  it  exists  imply  absolute  super- 
vision of  its  affairs,  affording  the  possibility  of  the  most  searching 
analysis  by  the  assessing  officers  and  by  the  State,  through  laws 
which  may  be  passed  for  the  control  of  the  corporation.  The 
result  of  this  will  at  once  suggest  that  the  public  service  corpora- 
tion as  such  has  very  little  interest  in  the  many  theories  with 
regard  to  the  assessment  of  personal  property,  including  the 
adoption  of  means  to  provide  for  a  more  drastic  assessment,  or 
the  opposite.  Its  property  is  absolutely  fixed,  it  cannot  be  with- 
drawn or  concealed ;  neither  can  the  corporation  cease  doing 
business  until  possibly  it  goes  into  bankruptcy.  Entirely 
different  conditions,  therefore,  surround  the  public  service 
corporation  than  surround  the  ordinary  property  owner.  This 
results  in  the  absolute  freedom  to  adopt  means  for  its  assessment 
which,  while  not  absolutely  prohibited,  would  be  deemed 
impracticable  in  the  assessment  of  property  of  the  individual. 

In  a  great  degree,  the  situation  which  surrounds  the  individual 
surrounds  also  the  ordinary  business  corporation  and  the 
partnership,  not  so  much  because  of  the  inability  to  reach  the 
property  through  the  application  of  drastic  laws,  but  more, 
in  this  case,  on  account  of  competitive  conditions  requiring, 
in  the  nature  of  things,  more  or  less  secrecy,  and  the  sentiment 
of  the  community  which  will  not  permit  treatment  of  the 
ordinary  business  corporation  in  a  way  similar  to  the  treatment 
of  the  public  service  corporation. 

This  suggests  at  once  what  seems  to  me  to  constitute  the 
most  important  recommendation  which  I  can  make  for  the  con- 
sideration of  the  Conference,  in  the  hope  that  it  ma}',  in  a 
very  small  way,  serve  to  direct  attention  to  a  point  which  my 
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experience  has  led  me  to  believe  stands  in  the  way  of  better 
conditions,  better  corporations,  better  officials,  better  laws,  and 
better  administration  of  existing  laws.  This  recommendation 
is  for  a  voluntary  change,  both  by  the  corporations  and  by 
administrative  officers,  in  their  attitude  towards  the  questions 
involved  in  the  assessment  of  the  property  of  public  service 
corporations. 

It  may  seem  a  very  trite  suggestion,  and  not  to  require  serious 
consideration,  but  it  is  my  firm  conviction  that  no  one  cause 
has  been  so  preventive  of  the  solution  of  the  tax  question  as  it 
affects  public  service  corporations  as  the  practice  which  has 
obtained  in  the  past  and  which  prevails  also  at  the  present 
time,  of  an  almost  absolute  failure  on  the  part  of  the  interested 
parties  to  actually  discuss  together  the  vital  issues,  and  thus 
reach  conclusions  based  upon  a  free  interchange  of  ideas. 

Assessment  not  a  Lawsuit 

In  the  past  a  most  wonderful  situation  has  existed,  and  to  a 
great  extent  it  still  exists.  The  corporation,  for  instance,  makes 
a  very  elaborate  report  covering  all  phases  of  its  activities, 
including  minute  statements  of  its  physical  property  and  of  its 
financial  operations.  This  report  is  placed  on  file,  and  the  next 
step  is  the  assessment.  Sometimes,  as  a  preliminary,  the 
corporation  is  asked  to  submit  such  argument  as  it  may  desire 
in  connection  with  the  assessment ;  but  more  often  the  assess- 
ment is  made  in  the  first  instance,  and  a  time  is  fixed  for  a  hearing, 
which  is  in  the  nature  of  a  review.  At  the  hearing,  whether 
before  or  after  the  assessment,  the  assessing  body  appears  in  the 
r61e  of  a  court;  sitting,  perhaps,  behind  a  railing,  sometimes 
upon  a  raised  platform,  nearly  always  with  the  most  solemn 
atmosphere.  The  corporation,  which  must  necessarily,  in  the 
nature  of  the  case,  be  represented  by  one  individual,  appears  to 
submit  statements  about  every  phase  of  its  activity,  involving 
the  most  technical  matters,  which  are,  perhaps,  only  within 
the  knowledge  of  certain  technical  experts.  In  every  case  the 
representative  must  traverse  the  entire  field  of  corporate  and 
social  activity,  including  the  theories  of  regulation,  sociology, 
political  economy,  ethics,  and  other  branches  of  knowledge. 
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The  stage  thus  set  displays  a  most  ridiculous  scene.  Usually  no 
sound  comes  from  behind  the  railing,  no  indication  of  any  consent 
to,  or  dissent  from,  the  multitude  of  conclusions  which  must  be 
hastily  drawn  from  facts  perhaps  appearing  in  the  report,  and 
perhaps  presented  by  the  representative  from  his  general 
knowledge  of  the  conditions  with  which  he  is  dealing. 

Under  these  circumstances,  there  can  never  be  said  to  be  any 
satisfactory  result  reached.  Certainly  it  would  be  difficult  to 
conceive  of  a  situation  less  calculated  to  reach  a  fair  result. 
Of  course,  there  are  exceptions,  and  important  exceptions,  to  this 
procedure.  A  notable  exception  is  in  the  State  of  New  York, 
where  the  most  painstaking  and  patient  attempt  is  made  to 
really  discuss  the  questions  at  issue.  The  difficulty  here,  how- 
ever, is  that,  owing  to  the  obscurity  of  the  law,  there  is  really  no 
common  ground  upon  which  any  discussion  of  any  value  can 
be  had.  I  mention  this  simply  because  this  very  free  and  full 
discussion  of  certain  phases  of  physical  conditions,  for  instance, 
often  brings  out  points  which  would  otherwise  be  obscure,  and 
which  would  lead  to  more  or  less  arbitrary  action  if  they  were 
not  explained  in  this  way. 

My  very  earnest  suggestion  is  that  this  situation  should  be 
entirely  changed,  and  that  the  attitude  should  be  one  of  free  and 
full  discussion  with  the  members  of  the  assessing  bodies  who 
should,  on  their  part,  set  forth,  perhaps,  their  tentative  con- 
clusions as  they  appear  from  the  facts  which  have  been  sub- 
mitted. In  this  way  some  more  satisfactory  condition  would  be 
reached ;  certainly  there  would  be  very  much  more  likelihood 
of  an  assessment  being  made  which  would  be  found  on  both  sides 
to  be  fair. 

This  suggestion  is  not  one  which  needs  legislative  action ; 
in  fact,  it  would  be  better,  as  stated  above,  that  it  should 
be  voluntary,  preferably  by  a  formal  vote  of  the  board,  or 
commission,  as  the  case  might  be,  placing  upon  the  record  of 
its  proceedings  a  rule  that  the  representative  of  the  corporation 
should  be  entitled  to  know  the  basis  upon  which  a  decision 
is  reached. 

I  realize  at  once  that  this  suggestion  will  meet  with  opposition, 
and  that  it  will  be  said  to  furnish  ground  for  litigation,  and  the 
vacating  of  assessments  upon  technical  grounds.     I  can  only  say 
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that  I  do  not  believe  that  this  will  turn  out  to  be  the  case.  In 
my  judgment,  any  law  entitled  to  respect  ought  to  be  able  to 
stand  the  test  of  administration  in  the  manner  indicated ;  cer- 
tainly any  assessment  ought  to  stand  the  test  of  discussion. 
Furthermore,  as  a  practical  matter,  experience  with  actual 
cases  leads  me  to  think  that  there  is  more  satisfaction  and  less 
litigation  when  methods  are  certain  and  known,  than  when  they 
are  secret  and  uncertain.  I  do  not  wish  to  be  understood  as 
stating  anything  but  my  own  personal  view  of  the  matter,  based 
upon  my  own  experience  with  actual  situations,  and  submit  it 
for  discussion. 

The  suggestion  just  made,  however,  finds  its  complement  in 
the  further  and  important  suggestion  that  the  corporations 
should  themselves  make  some  changes  in  their  attitude  towards 
the  question.  Possibly,  they  have  been  seriously  at  fault  in  the 
past,  and  some  of  them  may  be  seriously'  at  fault  at  present ; 
and  this  may  be  one  of  the  reasons  for  the  attitude  of  adminis- 
trative officers  above  alluded  to.  It  is  unnecessary,  however,  to 
dwell  upon  past  practices,  because  the  consequences  only  are 
of  importance  in  this  discussion.  It  is  more  my  purpose  to 
suggest  the  possibility  of  a  reason  why  these  practices  have 
existed,  why  they  still  exist  to  some  extent,  and  how  the  evils 
resulting  from  such  practices  may  be  remedied. 

In  the  first  place,  it  has  been  the  practice  to  treat  the  question 
of  the  taxation  of  the  corporation  as  a  legal  question,  and  the 
whole  situation  has  been  set  up  with  that  end  in  view.  The  laws 
have  been,  to  a  great  extent,  drawn  by  lawyers  whose  attempts 
have  been  to  enact  into  law  certain  complicated  theories,  or  prin- 
ciples, which  have  been  enunciated  by  the  courts  in  passing  upon 
particular  cases.  These  principles,  when  thus  actuall}^  placed 
upon  a  statute  book,  never  seem  to  work  out  into  results  which 
make  for  simplicity  and  consequent  justice  and  satisfaction. 
This  is  quite  natural,  because  it  is  very  difficult  to  legislate  for 
general  conditions,  using  the  facts  of  a  particular  condition. 

The  officials  who  have  to  do  with  the  assessment,  on  both  sides, 
those  on  the  boards  and  those  connected  with  the  corporations, 
have  been  mainly  lawyers,  and  too  often  they  have  been  content 
to  treat  the  questions  not  as  they  would  business  questions,  but 
as  they  would  questions  arising  in  the  trial  of  a  lawsuit.     I  am 
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sorry  to  say  that  even  at  the  present  time  this  tendency  still 
exists.  It  is,  of  course,  not  at  all  my  intention  to  make  the 
broad  assumption  that  assessments  can  be  better  made  by 
persons  who  have  not  had  a  legal  training,  but  only  to  say  that 
accentuation  of  the  attitude  of  the  advocate  has  prevented 
the  free  interchange  of  discussion  about  the  particular  facts 
of  an  assessment,  and  has  set  up  opposing  sides,  as  it  were,  in  a 
matter  about  which  there  ought  to  be  no  such  attitude. 

Another  result  flowing  from  this  treatment  of  the  matter  has 
been  that  the  presentation  of  the  facts  by  the  corporations  has 
been  to  a  certain  degree  complicated  and  technical.  It  has  been 
made,  usually,  by  persons  with  no  first-hand  knowledge  of  the 
facts  with  which  they  were  dealing,  but  necessarily  having  only 
such  knowledge  as  had  been  imparted  to  them  by  the  operating 
officials.  Of  course,  this  is  partly  to  be  expected  in  dealing  with 
a  question  which  has  been  itself  so  complicated  by  the  statutes. 

All  the  circumstances  in  the  case  have  rather  been  treated 
as  not  exactly  facts  to  be  investigated,  but  as  facts  to  be  accumu- 
lated on  the  one  side  or  the  other,  on  the  theory  that  the  side 
having  the  greatest  array  of  facts,  in  point  of  numbers,  would  be 
the  winning  side.  The  emphasis  upon  this  phase  of  the  question 
has  minimized  all  other  phases.  Too  often,  also,  the  facts  and 
circumstances  are  put  together  in  a  very  slipshod  and  slovenly 
way,  unnecessarily  confusing  to  the  assessing  officers.  It  has 
been  my  experience,  over  and  over  again,  to  have  shown  to  me 
in  the  reports  of  corporations,  points  which  were  impossible 
of  explanation,  conflicting  one  with  another,  and  all  leading  to 
no  rational  conclusion.  My  suggestion,  therefore,  is  that  very 
much  more  care  should  be  given  by  the  corporations  to  their 
reports,  and  upon  the  manner  in  which  these  reports  are  sub- 
mitted, and  less  emphasis  upon  the  medium  through  which  they 
are  submitted,  and  the  elaborate  arguments  in  that  regard. 

Responsibility  for  Assessment  should  not  be  Divided 

Another  difficulty  which  exists  is  due  to  the  division  of 
responsibility  for  an  assessment.  This  is  not  a  common  diffi- 
culty, but  yet  it  occurs  in  some  very  important  localities.  This 
division  shows  itself  in  various  ways,  sometimes  by  action  of 
the  assessing  board  itself,   and  at  other  times  by  reason  of 
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some  statute.  We  are  concerned  just  at  present  with  the  first 
phase,  and  refer  to  the  practice  in  some  states  of  admitting  to 
the  discussion  the  representatives  of  local  political  subdivisions. 
This  practice  doubtless  comes  very  naturally,  because  of  the 
feeling  that  these  localities  are,  in  a  sense,  interested  in  the  dis- 
cussion, because  oftentimes  the  total  assessment  made  by  the 
board  is  prorated  around  throughout  the  localities,  each  receiv- 
ing a  share.  In  practice,  however,  it  results  in  a  very  un- 
satisfactory condition,  and  is  believed  to  be  incorrect  in  principle. 

The  report  upon  which  an  assessment  is  made  is  usually 
elaborate,  and  requires  the  careful  study  of  a  corps  of  experts 
employed  by  the  commission.  It  seems  absurd,  therefore,  to  call 
into  any  discussion  individuals  who  have  no  knowledge  whatever 
of  the  report  or  of  the  many  pecuHarities  set  forth  in  it.  Their 
interest  is  purely  to  obtain  the  greatest  amount  of  valuation 
for  their  locality.  It  results  in  emphasizing  the  contest  side  of 
an  assessment,  a  side  which  should,  by  all  means,  be  minimized. 

In  New  York  such  a  state  of  affairs  exists  that  when  an 
assessment  is  finally  made,  it  has  come  to  be  a  matter  of  course 
that  it  shall  be  contested  in  the  Courts.  Upon  this  contest 
the  locality  in  which  a  particular  part  of  the  corporation's 
property  may  be  located  is  allowed  to  "intervene,"  as  it  is 
called;  a  better  word  would  be  to  "interfere."  From  that 
point  the  proceeding  is  carried  on  by  the  legal  representative 
of  the  locality,  who  has  no  interest  in  the  assessment,  as  such, 
but  whose  only  interest  is,  as  stated  above,  in  securing  the  largest 
share  as  his  particular  fragment  of  the  total.  This  litigation 
continues  along  lines  quite  superficial,  and  oftentimes  months 
elapse  during  which  preliminary  motions  are  made  and  argued, 
which  have  nothing  to  do  with  the  real  merits  of  the  case.  This 
situation  was  recently  characterized  by  one  of  the  Justices  of 
the  Supreme  Court  of  New  York,  as  a  "playing  for  points." 
He  took  occasion  to  condemn  this,  saying  : 

"The  enforcement  of  the  Tax  Law  through  the  courts  is 
not  the  pla^nng  of  a  game  for  points,  but  an  honest  effort  on  the 
part  of  the  State  to  secure  to  taxing  districts  a  fair  valuation."  ^ 

1  Mr.  Justice  Le  Boeuff  in  People  ex  rel.  Hudson  and  Manhattan 
R.  R.  Co.,  vs.  Tax  Commissioners,  69  Misc.,  1,  9 ;  125  N.Y.  Supp.  895, 
901  (1910). 
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I  would  go  further,  and  say  that  the  administration  of  tax  laws 
by  commissions  and  corporations,  as  well  as  by  the  courts,  too 
often  takes  on  the  character  of  playing  a  game  for  points,  instead 
of  being  a  serious  attempt  by  both  parties  to  arrive  at  fair  and 
reasonable  results. 

Another  phase  of  this  difficulty  arises  through  provisions 
of  the  statutes  in  certain  States  requiring  certain  action  by  local 
officials  intended  as  an  aid  to  a  centralized  board  ;  it  is  also  mani- 
fested in  most  aggravated  form,  by  the  provision  for  some 
appellate  board  with  authority  to  supervise  the  action  of  the 
board  making  the  assessment  in  the  first  instance,  and  to 
actually  nullify  that  action.  This  appellate  board  usually 
consists  of  state  officials  having,  of  course,  numerous  other  duties. 
It  seems  unnecessary  to  suggest  that  a  situation  whereby  the 
action  of  a  board,  taken  after  elaborate  investigation,  may 
be  overturned  by  another  board  hearing  the  matter  oftentimes  in 
a  very  superficial  way,  will  result  in  a  lessening  of  responsibility, 
and  consequently  in  dignity  on  the  part  of  the  assessing  officers, 
and  in  a  reduction  in  efficiency. 

It  is  submitted  with  confidence,  that  whenever  the  assessment 
of  a  corporation's  property  is  turned  over  to  a  board,  it  is  to  be 
within  their  exclusive  jurisdiction  to  bring  it  to  a  conclusion, 
and  there  should  be  no  interference  from  any  locality,  or 
supervision  by  other  administrative  body. 

The  situation  above  outlined  does  not  exist  to  any  great 
extent  throughout  the  several  states,  but  there  are  two  or 
three  States  in  which  there  are  certain  provisions  in  the  statutes 
which  will  ordinarily  result  in  the  difficulties  which  are  above 
alluded  to.  The  case  of  New  York  is  mentioned  because  it 
illustrates  on  a  very  large  scale  the  chaotic  state  which  may  be 
reached  where  these  practices  are  allowed. 

Confusion  from  Nomenclature 

Another  difficulty  may  be  characterized  as  due  to  the  emphasis 
of  nomenclature  in  dealing  with  tax  laws.  It  commonly  finds 
expression  in  the  use  of  certain  names  or  phrases  which  have 
come  to  be  regarded  as  designations  of  new  species  of  property  ; 
thus  we  have  the  expressions :   general  franchise,  special  fran- 
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chise,  franchise  to  be,  franchise  to  do,  organization  tax,  intangible 
property,  nonphysical  property,  going  concern  value,  goodwill, 
corporate  excess,  and  latterly,  following  the  Supreme  Court,  we 
lay  stress  on  the  word  excise.  We  do  not  intend  to  imply  that 
the  above  expressions  are  not  properly  representative  of  certain 
phases  of  values  or  useful  in  ascertaining  such  values ;  we  simply 
are  seeking  to  condemn  the  use  of  mere  terminology  to  justify 
new  taxes,  on  the  theory,  apparently,  that  some  new  species  of 
property  is  thus  discovered.  The  addition  of  one  species  of  tax 
after  another,  using  a  different  name  each  time,  tends  to  confuse 
the  issue  and  to  make  it  difficult  to  determine  whether  or  not  a 
given  class  of  corporations  is  paying  its  just  amount  of  taxes. 
You  constantly  hear  such  expressions  as  —  that  this  or  that  im- 
position is  merely  a  fee  for  a  privilege,  and  is  not  a  tax.  This 
attitude  is  usually  resorted  to  to  prevent  condemnation  by  a  court 
of  a  tax  as  unequal.  In  other  words,  we  see  here  the  attempt 
to  justify  a  tax  as  legal  without  regard  to  its  inherent  justice  as 
a  measure  of  the  amount  which  a  corporation  ought  to  con- 
tribute towards  the  expenses  of  the  government. 

In  any  real  and  vital  sense  all  these  exactions  bearing  these 
mysterious  names  are  just  as  much  taxes  as  the  tax  upon  the 
plant  of  the  company.  There  is  no  way  by  which  they  can  be 
really  treated  as  other  than  taxes,  and  yet  we  have  gone  on 
throughout  the  States,  adding  one  tax  to  another,  until  the 
burden  in  some  States  is  far  beyond  any  reasonable  amount. 
This  situation  is  doubtless  due  to  the  inadequacy  of  original  laws 
for  the  taxation  of  the  property  of  corporations,  and  to  the  very 
lax  methods  which  have  obtained  as  to  such  taxes.  In  seeking 
to  overcome  that  difficult}',  we  have  devised  these  new  definitions, 
thinking  that  by  all  these  exactions  the  company  could  be 
really  forced  to  pay  adequate  taxes  on  its  property.  The 
trouble  is  that  the  situation  has  gotten  away  from  us,  and  much 
of  the  present  difficulty  in  the  adjustment  of  corporate  taxation 
is  due  to  the  imposition  of  various  taxes,  which  are,  and  must  be, 
treated  by  the  corporations  as  a  part  of  their  general  tax  burden, 
but  which  are  treated  by  every  one  else  as  not  taxes  at  all. 

This  difficulty  may  be  overcome  by  a  general  scrutiny  of  the 
entire  tax  system  of  the  State  affecting  corporations  and  by 
the  recognition  on  the  part  of  assessing  officers  that  in  any 
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inquiry  into  valuation  leading  to  assessment  of  taxes,  the 
entire  situation  should  be  considered.  In  many  cases  the  laws 
should  be,  of  course,  simplified,  and  the  aim  should  be  to  sift 
the  matter  down  to  a  point  where  both  parties  are  dealing  with 
the  same  question  from  the  same  standpoint  with  definitions 
not  in  dispute.  This  point  may  be  reached  by  reducing  the 
number  of  separate  and  distinct  taxes  to  the  minimum,  with 
the  ideal  situation,  of  course,  —  one  assessment  and  one  tax.^ 

Minor  Difficulties 

In  the  above  remarks  are  contained  what  are  deemed  to  be 
the  important  difficulties  in  the  way  of  efficient  administration 
of  existing  laws,  and  of  securing  results  which  are  reasonably 
satisfactory.  I  omit  extended  reference  to  difficulties  which, 
while  they  are  serious,  are  believed  to  come  more  from  hasty 
legislation  than  from  deliberate  intention.  Certainly  they  are 
not  due  to  faulty  administration.  I  refer  to  such  difficulties  as 
occur  from  the  attempt  to  place  upon  local  township  or  county 
assessors  the  work  of  assessing  a  state  or  country-wide  plant, 
like  a  railroad,  telephone,  or  telegraph  system.  This  is  a  relic 
of  old  conditions.  It  should  not  be  overlooked,  however,  that 
this  system  obtains  in  some  of  the  older  States,  New  York,  for 
instance,  and  that  in  the  very  latest  report  by  a  Special  Tax 
Commission,  that  of  Rhode  Island,  local  assessment  is  recom- 
mended for  these  public  service  corporations. 

A  somewhat  serious  difficulty  arises  in  those  states  where  the 
assessment  is  made  by  a  central  body,  but  for  purposes  of 
apportionment,  the  most  elaborate  details  are  required  as  to  the 
extent  of  physical  property  in  the  various  localities.  A  consider- 
ation of  the  effects  of  such  provisions  leads  to  some  general 
observations  on  the  expense  to  the  corporation  which  is  in- 
volved, in  the  mere  clerical  labor  of  complying  with  a  compli- 
cated law,  and  to  the  statement  that  such  expense  would  appear 

1  A  single  telephone  company  made  in  1910,  in  New  York  State 
alone,  over  six  thousand  separate  tax  payments.  A  telegraph  com- 
pany made  over  four  thousand  payments.  In  contrast  with  this, 
telephone  companies  make  a  single  payment  for  all  taxes  in  Maine, 
Vermont,  Rhode  Island,  Connecticut,  Pennsylvania,  Michigan,  West 
Virginia,  Minnesota,  Wisconsin,  California,  and  Arizona. 


ASSESSMENT  OF  PUBLIC  SERVICE   CORPORATIONS    161 

to  be  absolutely  wasted  money,  providing  it  be  possible,  and 

we  think  it  certainly  is,  to  avoid  such  expense  and  preserve, 

at  the  same  time,  an  efficient  administration.     Thus  it  is  difficult 

to  see  why  it  is  thought  necessary  to  prorate  values  throughout 

subdivisions  of  a  State,  when  a  distribution  of  a  part  of  the  tax 

itself  which  might  be  collected  by  the  State  could  easily  be  made 

so  as  to  meet  all  reasonable  requirements. 

This  same  observation  might  be  made  as  to  the  importance  of 

reckoning  the  incidental  expense  to  the  corporation  —  wasted 

money,  which  might  better  go  to  the  State  as  taxes  —  in  various 

schemes  advanced.     It  might,  for  instance,  be  made  to  the 

suggestion  for  a  State  or  Federal  Income  Tax  justified  on  the 

theory  that  it  may  be  collected  —  as  they  say  —  "at  source." 

Let  some  one  stop  and  think  what  it  really  means  to  a  large 

corporation  to  be  made  the  tax  collector  for  several  States,  and 

of  the  vast  amount  of  detail  involved  in  such  a  scheme  !     It  is 

not  exactly  understood  why  such  a  proposal  can  be  made  as 

a  matter  of  course,  and  in  utter  disregard  of  the  expense  to  the 

corporation,    and   yet   it   is   apparently    so    treated   in   some 

quarters. 

Progress  is  being  Made 

These  minor  and  more  or  less  incidental  difficulties  might  be 
multiplied,  but  we  assume  that  they  are  but  temporary.  In 
reality  we  are  slowly  progressing,  very  slowly,  it  is  true,  but  yet 
certainl}'.  Of  the  six  States  which.  Professor  Plehn  stated  in  his 
paper  read  at  our  first  Conference,  had  not  at  that  time  passed 
the  first  milepost,  onlj^  one  —  Nebraska  —  now  remains ;  so 
we  should  take  some  encouragement.  The  compelling  force  of 
custom,  and  the  difficulties  in  the  way  of  securing  attention 
by  the  general  public  to  adequate  tax  laws  are  quite  apparent,  I 
am  sure,  to  all  present,  so  that  the  mere  reference  to  some  prog- 
ress may  be  refreshing. 

Gross  Earnings  Method  Suggested 

Ha\nng  been  convinced  that  our  present  difficulties  arise 
more  from  administrative  inefficiency,  by  which  I  mean  not 
only  administration  by  the  State,  but  also,  and  as  well,  by  the 
corporation  —  lack  of  real  efifort  to  meet  the  question  fairly 
and  squarel}'  —  I  have  not  deemed  it  important  to  make  any 
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suggestion  as  to  the  theory  of  the  taxation  of  public  service 
corporations.  I  could  not,  of  course,  if  I  wished,  devise  any 
theory  which  would  be  satisfactory.  My  inclinations  are  all 
towards  the  simplification  of  the  law,  whatever  the  theory  upon 
which  it  may  be  enacted.  It  has,  however,  seemed  to  me,  on 
the  whole,  that  the  taxation  of  public  service  corporations  upon 
the  basis  of  earnings  would  be  the  most  satisfactory  basis. 
I  say  this  with  some  hesitation,  because  of  the  many  elements 
of  uncertainty  which  exist  to  disarrange  any  one  plan.  As  I  have 
above  stated,  I  believe  that  the  administration  of  the  law  is 
the  all-important  thing.  A  bad  or  complicated  law,  with  good 
administration,  may  work  out  results  more  satisfactory  than 
the  most  scientifically  devised  law  placed  in  the  hands  of  in- 
capable or  inefficient  administrators. 

Having  said  this,  I  am  perhaps  justified  in  indicating  my 
own  personal  view  that  the  gross  earnings  system  is,  on  the 
whole,  the  most  likely  to  be  satisfactory.  Theoretically,  the  net 
earnings  basis  would  be  better  still,  and  yet  there  are  difficulties 
with  that  basis  which  do  not  exist  in  the  case  of  gross  earnings. 

Others  far  more  competent  to  write  upon  this  matter  have 
set  forth  in  detail  the  advantages  of  this  system,  and  in  the 
appendix  to  this  paper  I  have  compiled  the  results  of  investiga- 
tion of  the  matter  by  commissions,  and  have  added  a  brief 
memorandum  on  certain  legal  points  involved.  Let  me,  how- 
ever, state  emphatically,  that  my  advocacy  of  this  system  is 
not  at  all  due  to  its  advantages  because  it  may  be,  in  a  way, 
named  a  mathematical  rule.  We  hear,  more  or  less,  even  in  this 
Association,  of  the  mathematical  rule  for  the  assessment  of 
public  service  corporations.  Let  me  say,  at  once,  that  I  have 
no  sympathy  with  that  method  if  it  means  that  an  assessment 
of  a  public  service  corporation,  or  any  other  piece  of  property, 
can  be  made  without  the  exercise  of  good,  sound  business 
judgment.  It  is  because  I  think  that  the  taxation  of  a  corpora- 
tion upon  a  consideration  of  its  earnings  involves  the  exercise 
of  judgment  in  the  greatest  degree,  that  I  favor  it.  The  idea 
that  by  the  adoption  of  a  certain  rate  upon  certain  earnings 
we  avoid  the  exercise  of  judgment  as  to  what  a  corporation 
ought  to  pay  in  taxes,  is,  to  my  mind,  unsound.  My  idea  is  that, 
in  the  taxation  of  property  in  general,  and  especially  in  the 
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taxation  of  public  service  property,  the  assessors  should  go  about 
it  just  as  a  business  man  would  if  he  were  seeking  to  purchase 
the  property.  He  would  make  some  sort  of  an  examination 
of  the  general  condition  of  the  physical  plant,  it  is  true,  but 
such  an  examination  would  not  be  an  elaborate  one.  He  would 
use  certain  well-known  average  units  of  value,  which,  through 
the  long  course  of  any  given  business,  become  standardized,  and 
he  would  thus  reach  an  approximate  value  by  the  use  of  these 
average  units.  When  he  had  done  this,  he  would  take  the  most 
important  step  in  his  investigation ;  namely,  he  would  investi- 
gate very  thoroughly  the  yearly  income  of  the  property  during 
the  period  immediately  preceding.  He  would  study  this  income 
in  all  its  aspects,  as  well  as  the  expenses,  and  it  would  be  almost 
entirely  upon  a  consideration  of  the  average  income  in  the  past, 
and  upon  a  consideration  of  the  income  which  might  be  antici- 
pated by  more  improved  methods,  that  his  judgment  would  be 
made  as  to  the  price  which  he  would  pay  for  the  property. 
This,  in  brief,  constitutes,  to  my  mind,  the  compelling  reason  why 
the  tax  upon  the  gross  earnings  constitutes  the  most  rational 
system  of  taxation. 

But  there  are  certain  advantages  that  flow  from  it  which  are 
too  important  to  be  overlooked.  In  the  first  place,  when  viewed 
in  this  way,  the  great  waste  of  time  and  money,  occurring  from 
the  annual  elaborate  consideration  of  the  extent  of  the  property 
throughout  the  area  in  which  it  is  located,  is  avoided ;  and  the 
arguments  and  rearguments,  hearings  and  rehearings,  all 
in  elaboration  of  matters  which  are,  to  say  the  least,  most 
elusive,  are  also  avoided.  The  annual  friction  which  is  likely 
to  occur,  and  oftentimes  prevent  the  reaching  of  substantially 
accurate  results,  is  avoided.  In  fine,  you  eliminate  to  a  great 
extent  the  chief  difficulty  to  the  fair,  reasonable,  and  business- 
like settlement  of  a  business  problem.  The  mere  preparation 
of  a  report  such  as,  for  instance,  is  required  this  year  in  Ohio 
is  something  which  I  suppose  would  be  difficult  for  many  in 
this  room  to  appreciate,  and  when  this  is  followed  by  the  argu- 
ments of  representatives  of  the  corporations,  and  the  repetition 
of  those  arguments,  over  and  over  again,  with  more  elaboration, 
throughout  the  long  dreary  period  of  the  Board  hearings,  to 
my  mind,  at  least,  a  most  ridiculous  situation  is  presented. 
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Of  course,  it  is  obvious  that  we  have  the  difficulty  upon 
the  gross  earnings  theory  of  deciding  upon  a  rate  which  is  to  apply 
to  the  earnings,  but  this  difficulty  is,  perhaps,  more  theoretical 
than  real.  We  shall  have  to  admit  that  in  reaching  this  rate 
we  must  obtain  an  approximation  of  the  valuation  of  the  plant, 
and  we  must  assume  a  fair  average  rate  at  which  ordinary  real 
and  personal  property  is  assessed.  Having  admitted  this,  how- 
ever, it  by  no  means  involves  the  admission  that  we  are  doing 
the  very  thing  that  we  wish  to  avoid.  Even  if  it  were  necessary 
to  admit  that  the  most  elaborate  examination  of  the  corporation 
should  be  made  by  a  special  commission  appointed  by  the 
Legislature  simply  in  order  to  reach  a  rate  to  be  placed  upon  the 
gross  earnings,  it  would  still,  to  my  mind,  be  very  much  to  the 
advantage  of  all  concerned,  if,  after  having  reached  that  rate  by 
such  elaborate  valuation,  we  should  thereafter  apply  it  to  gross 
earnings  to  reach  the  annual  tax. 

I  say  this  because  the  matter  of  the  valuation  of  the  prop- 
erty of  a  public  service  corporation  is  one  of  the  most  intricate 
propositions  imaginable ;  it  involves  the  time  of  a  very  great 
many  experts,  and  by  the  time  it  is  completed,  in  many  instances, 
it  is  obsolete.  I  repeat,  then,  that  the  fixing  of  a  rate,  even  if  it 
is  to  be  by  an  elaborate  investigation,  would  not  render  the 
method  unsatisfactory.  But  it  is  not  necessary  to  make  such 
an  elaborate  investigation.  As  indicated  above,  a  sufficiently 
accurate  valuation  of  the  property  of  a  public  service  corpora- 
tion can  be  very  readily  reached  with  the  cooperation  of  the 
officials  of  that  corporation,  that  is,  one  that  would  be  sufficiently 
accurate  to  enable  a  fair  rate  to  be  struck. 

Objection  to  the  tax  upon  gross  earnings  is  made  on  the 
ground  that  it  causes  a  separation,  and  places  corporate  property 
in  a  specific  class.  As  to  this,  I  would  say  that  it  is  so  placed 
by  law  and  social  conditions,  and  no  one  can  prevent  such 
segregation.  Certainly  the  annual  squabbles  over  valuations 
seem  to  me  to  most  certainly  emphasize  and  accentuate  the 
classification  objected  to. 

In  view  of  the  repeated  decisions  of  the  United  States  Supreme 
Court  and  the  existence  and  administration  of  laws  in  various 
States  which  effectively  reach  earnings  from  interstate  com- 
merce, it  would  not  seem  necessary  to  discuss  the  purely  legal 
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objection  made  to  thesystemof  taxation  by  reference  to  earnings, 
that  it  may  be  unconstitutional  if  applied  to  interstate  earnings. 
This  objection  is  succinctly  met  by  Professor  Plehn,  who  says, 
in  his  paper  read  at  the  first  Conference  : 

"Unless  there  is  a  deliberate  attempt  to  limit  by  means  of 
taxation  the  free  interchange  of  products  between  the  several 
States,  the  Supreme  Court  of  the  United  States  has  never  once 
interfered  with  the  States  as  to  the  choice  of  the  form  of  taxa- 
tion for  corporations  engaged  in  interstate  traffic." 

My  study  of  the  subject  leads  me  to  indorse  absolutely 
that  statement.  In  other  words,  in  law,  the  taxing  power  is 
one  thing,  regulation  is  another  distinct  thing,  and  where  a 
state  tax  law  can  fairly  be  said  to  be  intended  in  good  faith 
as  an  attempt  to  tax  the  corporation  on  account  of  its  property, 
the  form  which  the  statute  takes  is  immaterial.  As  stated 
above,  I  have  included  in  the  appendix  to  this  paper  some  notes 
on  the  legal  side  of  this  question. 

Conclusion 

I  have  thus  stated  my  views  upon  certain  phases  of  the 
question  of  the  taxation  of  public  service  corporations,  and  may 
now  very  briefly  repeat  the  thoughts  which  lie  uppermost  in 
my  mind. 

Under  existing  laws,  the  need  is  for  more  emphasis  upon 
the  administrative  side  of  the  question,  a  somewhat  radical 
change  in  the  attitude  with  which  the  problem  is  approached 
both  by  assessing  officers  and  by  corporate  representatives, 
more  confidence  and  cooperation  between  the  interested  parties, 
abandonment  of  the  idea  that  taxation  is  a  contest,  or  a  law- 
suit ;  greater  responsibility  in  the  officers  whose  duty  it  is  to 
place  the  burdens  of  taxation,  and  consequent  increase  in  their 
dignity. 

It  is  believed  that  attention  to  these  very  simple  and  very 
homely  suggestions  will  do  more  towards  the  settlement  of 
this  troublesome  question  than  may  be  thought,  certainly 
more  than  elaborate  discussion  of  theories  of  taxation  and 
intricate  legislation,  looking  towards  the  enforcement  of  such 
theories. 


APPENDIX 
TO  ADDRESS  BY  ALFRED   E.   HOLCOMB 

Extracts  from  reports  of  tax  commissions,  writings  of  economists, 
and  from  otlier  sources,  upon  the  subject  of  the  taxation  of 
Pubhc  Service  Corporations  by  the  gross  earnings  method, 
with  notes  on  the  constitutionality  of  such  a  method. 

The  italics  and  parenthetical  notes  in  the  following  extracts  are  the  compiler's. 
ECONOMICS.  —  HADLEY,  1901 

Page  450.  "Adam  Smith,  in  a  passage  frequently  quoted,  lays 
down  four  criteria  of  a  good  tax  system  :  equity,  certainty,  conven- 
ience of  time  of  payment,  and  avoidance  of  unnecessary  cost  of  collec- 
tion, direct  or  indirect.  If  all  these  things  can  be  combined,  the  tax 
is  ob\'iously  a  good  one.  But  what  if  they  cannot  all  be  combined? 
What  if  the  first  two  requirements  (which  are  the  most  fundamental 
general  principles,  the  third  and  fourth  being  largely  matters  of  ad- 
ministrative detail)  be  found  to  conflict  with  one  another?  What 
shall  we  do  if  the  pursuit  of  equity  demands  sacrifice  of  certainty  and 
if  all  the  methods  of  taxation  which  promise  a  sure  return  seem  to  leave 
some  men  untouched  who  can  best  afford  to  pay  ?  By  placing  equity 
first,  Smith  gives  countenance  to  the  popular  view  that  we  should  make 
this  not  only  our  ideal  of  taxation,  but  our  guiding  principle  in  framing 
tax  laws.  As  an  ideal  it  is  imdoubtedly  right ;  as  a  guiding  principle 
it  will  be  found  to  defeat  the  realization  of  that  ideal. 

"  It  should  be  said  in  justification  of  Smith  that  the  distinction  be- 
tween ideals  and  guiding  principles  in  taxation  which  has  since  become 
so  conspicuous  was  in  his  day  only  just  beginning  to  take  shape.  In 
ancient  times  certainty  and  equity  went  hand  in  hand.  .  .  , 

"  But  from  the  time  of  Adam  Smith  downward  there  has  been  an  in- 
creasing divergence  from  this  state  of  things.  .  .  .  The  attempt  to 
secure  equal  contribution  by  a  general  income  tax  or  a  general  property 
tax  may  result  in  exempting  the  dishonest  and  burdening  the  honest  in 
making  a  tax  system  whose  burdens  are  wholly  out  of  proportion  to  the 
financial  results.  Under  these  circumstances  the  tax  legislator  now  has 
to  choose  between  making  equality  or  certainty  his  primary  end  rather 
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than  to  keep  both  in  view  as  coordinate  aims.  In  the  light  of  experi- 
ence in  modern  industrial  communities  there  can  scarcely  be  any  doubt 
as  to  the  proper  choice.  Certainty  is  the  fundamentally  important 
object  without  which  all  attempts  at  equality  prove  illusory.  With  an 
uncertain  tax  no  systematic  improvement  can  be  hoped  for.  With  a 
certain  tax  many  evils  which  exist  at  the  outset  tend  to  diminish  as 
time  goes  on.  Uncertainty  may  result  either  from  failure  to  discover 
theobjects  which  should  be  taxed;  or  from  doubt  as  to  their  value  .  .  . 
(page  456).  The  second  source  of  uncertainty  arises  from  doubt  as  to 
the  actual  value  of  the  property  or  transactions  assessed.  It  is  always 
very  difficult  to  determine  the  actual  net  earnings  of  a  business.  The 
gross  earnings  are  comparatively  easy  to  ascertain.  .  .  .  The  concep- 
tion of  net  income,  simple  as  it  appears,  is  really  very  difficult  to  apply 
in  practice  and  involves  so  much  possible  litigation  that  many  States 
prefer  to  substitute  a  low  tax  on  the  gross  earnings  of  corporations  for  a 
somewhat  higher  tax  on  their  net  earnings.  The  latter  would  be  the 
more  equitable ;  for  a  tax  on  gross  earnings  bears  hard  on  a  corporation 
which  is  doing  large  business  at  low  rates  and  a  small  margin  of  profit. 
But  the  superior  certainty  of  the  tax  on  gross  earnings  outweighs  its 
theoretical  disadvantages." 

ESSAYS  IN   TAXATION.  —  SELIGMAN,    1895 

"Conclusions  " 

Page  262.  "  From  the  preceding  survey  it  appears  that  the  United 
States  are  slowly  advancing  to  a  more  rational  and  harmonious  system. 
The  tendency  of  legislation  and  of  judicial  interpretation  in  the  most 
progressive  States  is  toward  the  following  plan,  which,  although  not  yet 
completely  realized  in  all  its  features  in  any  one  State,  is  in  accord  with 
sound  economic  principles : 

"  1.  Corporations  should  be  taxed  separately  and  on  different  prin- 
ciples from  individuals. 

"  2.  Corporations  should  be  taxed  locally  on  their  real  estate 
only. 

"  3.  Corporations  should  be  taxed  for  state  purposes  on  their  earn- 
ings, or  on  their  capital  and  loans. 

"  4.  Only  so  much  of  total  earnings  or  capital  should  be  taxed  as  is 
actually  received  or  employed  within  the  State.  In  the  case  of  trans- 
portation companies,  a  convenient  and  fairly  accurate  test  is  mileage. 

"  5.  Where  capital  and  loans  are  taxed,  the  residence  of  the  share- 
holder or  bondholder  should  be  immaterial. 
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"  6.  There  should  be  no  distinction  between  domestic  and  foreign 
corporations.  Each  should  be  taxed  for  its  business  done  or  capital 
employed  within  the  State. 

"  7.  If  corporations  are  taxed  on  their  property,  property  beyond  the 
State  should  be  exempt. 

"8.  If  corporations  are  taxed  on  their  capital  stock,  they  should  not 
be  taxed  again  on  their  property. 

"  9.  Where  the  corporate  stock  or  property  is  taxed,  the  shareholder 
should  be  exempt.  If  corporate  loans  are  taxed,  the  bondholder  should 
be  exempt. 

"  10.  Where  the  corporation  and  the  shareholder  or  bondholder  are 
residents  of  different  States,  the  tax  should  be  divided  between  the 
States  by  interstate  agreements. 

"  11.  An  additional  tax  should  be  levied  on  corporations  which  have, 
through  natural,  legal,  or  economic  forces,  become  monopohstic  enter- 
prises." 

TAXATION   IN    AMERICAN    STATES   AND    CITIES.  —  ELY,    1888 

Page  324.  "It  is  advantageous  in  taxing  corporations  of  a  quasi- 
public  nature  to  tax  them  in  proportion  to  gross  revenues  as  .steam 
railroads  are  taxed  in  Wisconsin,  Maryland,  Vermont,  and  elsewhere. 
It  is  never  desirable  to  tax  any  corporation  on  net  revenue,  as  it  leads  to 
fraud.  .  .  .  The  taxation  of  gross  revenue  is  simple  and  easy  and 
amounts  to  a  tax  on  the  value  of  the  property.  .  .  .  The  percentage 
of  tax  on  gross  revenues  should  be  high  enough  to  tax  all  the  property 
invested  properly,  and  the  stocks  and  bonds  should  be  exempted  from 
taxation.  As  real  estate  can  best  be  treated  by  local  authorities,  so 
state  officials  can  best  deal  with  corporations  like  railroads  operated  by 
steam,  telegraphs,  telephones,  sleeping  car  companies,  and  express 
companies,  and  these  ought  to  be  handed  over  to  the  State  to  be  taxed 
for  state  purposes  only.  This  would  simplify  administration  wonder- 
fully, and  put  an  end  to  a  vast  amount  of  htigation  and  corruption." 


MINNESOTA  SUPREME  COURT 

That  the  difficulties  inherent  in  the  ad  valorem  system  which  were 
sought  to  be  overcome  by  the  gross  earnings  tax  are  appreciated  by 
the  Minnesota  Supreme  Court,  appears  evident  from  the  following 
quotation  from  the  recent  opinion  of  that  Court  in  the  case  of  State  vs. 
Twin  City  Telephone  Company,  116  N.  W.,  835  (1908).  At  page  836 
the  Court  says : 
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"The  subject  of  taxation  of  corporations  in  this  State  has  been  very 
prominent  in  the  pubhc  mind  for  many  years.  Efforts  in  various 
forms  have  frequently  been  made  through  legislative  enactments  to 
devise  means  by  which  to  compel  them  to  contribute  to  the  public 
revenues  in  harmony  with  their  ability  to  pay  as  disclosed  by  the 
volume  of  business  transacted  or  their  discoverable  property  assets. 
The  constitutional  mandate  of  equality  and  uniformity  has  restricted 
legislation  in  this  line  for  the  most  part  to  a  system  known  as  the  prop- 
erty tax,  the  practical  defects  of  which,  as  applied  to  corporations,  are 
obvious.  Seligman  on  Taxation  (page  61).  These  defects,  particularly 
the  difficulty  of  reaching  property  owned  by  corporations  doing  business 
in  and  through  the  different  counties  of  the  State,  the  unsatisfactory 
results  of  taxing  it  wherever  found,  giving  rise,  as  was  often  the  case, 
to  litigation  involving  questions  of  taxable  situs,  the  inequality  of 
assessments  made  by  the  numerous  assessors,  and  the  failure  of  this 
method  to  place  upon  the  corporations  an  equitable  proportion  of  the 
public  burden,  prompted  the  Legislature  to  devise  as  to  them  a  new 
form  of  taxation.  To  accomplish  this  greater  latitude  than  that  given 
by  the  equality  provision  of  the  Constitution  was  deemed  necessary, 
and  the  amendment  in  question  was  proposed  to  the  people  and  by 
them  adopted.  ..." 

In  the  more  recent  case  of  State  v.  Northwestern  Telephone  Ex- 
change Co.,  120  N.  W.,  534  (1909),  the  Court  says  at  page  538 : 

"The  gross  earnings  tax  is  a  sj'^stem  by  which  the  amount  of  tax 
upon  the  property  is  determined  by  a  method  which  has  generally 
been  found  equitable  and  satisfactory.  .  .  . 

"When  Chapter  314,  Laws,  1897,  was  enacted  the  gross  earnings 
system  of  taxation  as  applied  to  railroads  had  been  in  force  for  many 
years.  It  had  been  fully  developed  through  general  and  special  legis- 
lation and  constitutional  amendments,  and  had  proven  so  satisfactory 
that  it  was  thought  advisable  to  extend  it  to  other  kinds  of  corpora- 
tions." 


REPORT  OF  THE  HONORARY  COMMISSION  APPOINTED  BY  THE  GOVERNOR 
OF  OHIO  TO  INVESTIGATE  THE  TAX  SYSTEM  OF  OHIO  AND  RECOMMEND 
IMPROVEMENTS   THEREON,   1908. 

Page  38.  "As  to  public  service  corporations  in  particular  it  [the 
General  Assembly]  may,  of  course,  extend  the  Nichols  law  without  an 
amendment  of  the  constitution;  but  after  such  amendment  the  leg- 
islature may  well  determine  to  adopt  the  more  modern  and  generally 
approved  method  of  taxing  such  corporations  by  a  percentage  of  their 
gross  receipts,  substituting  this  for  all  other  taxes,  either  upon  j^roperty 
or  privilege. 

"  Such  a  tax  is  now  most  universally  accepted  as  preferable  to  any 
method  of  property  valuations.     In  a  recent  and  comprehensive  study 
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of  this  subject,  as  found  in  the  reports  of  the  Ontario  Commission  of 
1905,  and  the  California  Commission  of  1906,  the  gross  earnings  tax 
is  commended  as  the  true  method  of  taxing  public  service  corporations. 
Of  course,  such  a  tax  upon  gross  receipts  should  be  so  devised  as  to  bear 
a  fair  relation  to  actual  earnings  and  should  be  large  enough  to  secure 
a  sufficient  return  from  the  corporations  affected  to  sui)i)huit  all  other 
state  or  local  charges  upon  them.  .  .  . 

"  These  taxes,  whether  upon  moneys,  credits,  stocks  and  bonds,  or 
upon  corporation  property  or  franchises,  may  be  collected  either  by 
the  state  or  local  authorities.  If  collected  by  the  State,  a  part  may  be 
retained  for  state  purposes  and  a  part  paid  to  the  counties  for  local 
purposes." 

FIRST  BIENNIAL  REPORT  OF  THE  STATE  BOARD    OF   TAX    COMMISSIONERS 
OF   THE    STATE    OF   WASHINGTON,  —  1906 

At  page  72,  under  the  title  "Public  Service  Properties,"  occurs  the 
following,  relative  to  the  gross  earnings  method  of  taxation: 

"Very  much  can  be  said  in  its  favor.  It  is  easily  ascertained;  it 
does  not  hamper  or  impose  burdens  upon  a  concern  until  it  is  on  an 
operating  basis;  it  adjusts  itself  to  varjdng  economic  conditions, 
fluctuating  with  the  increase  or  diminution  of  business,  thus  following 
the  rise  and  fall  of  property  values ;  it  affords  a  sure  and  stable  revenue 
to  the  State ;  it  is  collected  at  a  minimum  expense ;  it  becomes  a  fixed 
charge  upon  the  public  service  properties  that  can  alwaj^s  be  taken 
into  consideration  in  the  determination  of  business  affairs ;  it  is  uni- 
form in  a  great  measure  and  not  subject  to  the  whim  or  caprice  of  local 
assessors  and  taxing  officials,  or  to  the  influence  too  frequently  brought 
to  bear  in  corporate  behalf." 


REPORT  OF  THE  PROCEEDINGS  OF  THE  EIGHTEENTH  ANNUAL  CONVEN- 
TION OF  THE  NATIONAL  ASSOCIATION  OF  RAILWAY  COMMISSIONERS 
HELD   AT    WASHINGTON,    D.C.,    APRIL   25,    1906 

Mr.  Gates  of  Connecticut,  in  making  the  Report  of  the  Committee 
on  Railroad  Taxes  and  Plans  for  Ascertaining  Fair  Valuation  of  Rail- 
road Property,  says  (page  36) : 

"Now,  my  investigation  and  study  of  the  matter  have  brought  me 
personally  to  believe  in  only  two  methods  of  taxation :  Either  a  tax 
on  the  gross  earnings  at  a  fixed  rate  or  a  tax  based  on  the  value  of  the 
property  by  what  is  known  as  the  stock  and  bond  method.  Have  that 
value  fixed  by  a  single  competent  board  within  your  State.  .  .  .  The 
market  value  of  stocks  and  bonds  is  the  best  gauge,  in  my  judgment, 
that  you  can  get  of  the  value  of  railroad  property.     We  have  found 
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it  to  work  admirably.  The  road  into  which  the  money  is  put,  if  the 
country  is  prosperous,  is  prosperous ;  if  business  falls  off,  it  goes  down. 
The  franchise  is  not  worth  so  much.  As  the  franchise  becomes  valuable, 
business  better,  earnings  greater,  up  goes  the  value  of  your  stock ;  and 
the  tendency  for  the  last  six  or  eight  years  has  been  very  uniformly 
upward.  And  right  in  that  point  is  where  you  measure  the  value  to 
the  railroad  company  of  what  the  people  of  the  State  have  granted  to 
them  in  the  way  of  franchises.  Nearly  the  same  is  true  of  a  tax  on 
gross  earnings  of  a  railroad  company.  ..." 

During  the  discussion  which  follows  occurs  the  following : 

Mr.  Brown  of  Pennsylvania  (page  38) :  "  I  would  like  to  ask  the  chair- 
man what  inequalities  he  can  find  in  the  plan  of  taxing  corporations 
with  reference  to  their  gross  receipts  and  where  is  there  any  scheme  so 
free  from  unjust  and  double  taxation  as  that  which  provides  for  the 
taxation  of  railroad  corporations  on  their  gross  receipts?  " 

Mr.  Gates  of  Connecticut :  "  I  think  that  that  is  the  most  feasible 
method  of  taxation.  I  do  not  want  to  throw  down  our  own  method  of 
taxation,  which  is  on  the  stock  and  bond  valuation,  and  where  we 
accomplish  practically  the  same  results,  as  I  have  shown,  as  that  by 
the  gross  tax  or  tax  on  the  gross  receipts." 

At  page  44,  in  this  same  connection,  Mr.  Brown  says : 

"Now,  when  you  solve  the  problem,  as  it  seems  to  me  it  must  sooner 
or  later  be  solved  in  this  country,  as  to  the  most  equitable  way  of 
determining  the  proper  basis  upon  which  to  predicate  a  uniform  classi- 
fication, it  is  perhaps  on  a  system  of  gross  receipts.  We  are  so  rapidly 
approaching  a  period  when  the  greater  consolidation  of  transportation 
companies  will  be  effected,  that  a  uniform  system  seems  certainly 
more  to  be  desired,  and  when  we  know  that  all  these  public  corpora- 
tions are  required  to  make  annual  reports  to  the  State  and  to  the  nation 
upon  their  gross  receipts  and  fix  the  figures  which  show  the  total 
receipts  from  all  sources,  it  seems  to  me  that  then  we  have  the  surest 
basis  because  those  who  are  the  auditors  or  the  comptrollers  of  these 
corporations  know  whether  they  can  successfully  misrepresent  facts 
without  fear  of  detection.  I  believe  it  is  almost  impossible  for  a  rail- 
road company  to  indicate  figures  which  show  the  gross  receipts  without 
being  in  great  danger  of  having  the  wrong  detected." 


REPORT    OF    THE    COMMISSION    ON    REVENUE    AND    TAXATION    OF    THE 
STATE    OF    CALIFORNIA,    1906 

Page  91.    "Gross  earnings  taxes  recommended. 

"  The  commission  recommends  that  the  taxes  to  be  levied  on  public 
service  corporations  shall  be  in  proportion  to  gross  earnings.  .  .  ." 

Page  92.  "It  is  not  claimed  that  the  gross  earnings  tax  will  be 
absolutely  just  and  equitable  in  its  effect  upon  each  corporation  in  each 
of  the  different  classes.     No  tax  system  has  ever  been  devised  which  is 
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strictly  just.  But  it  is  claimed  that  in  certain  cases  such  a  tax  would 
result  in  a  far  closer  approximation  to  justice  and  equality  than  any  other 
tax  which  this  State  could  select.  The  burden  of  taxation  imposed 
therebj^  will  vary  from  3'ear  to  year  as  the  fund  out  of  which  the  taxes 
must  be  paid  varies.  A  careful  examination  of  the  effect  of  the  taxes, 
at  the  rates  proposed  upon  the  individual  corporations  shows  that  the 
differences  are  practically  unimportant.  .  .  ." 

"Taxation  is  of  necessity  largely  a  matter  of  expediency,  and  prac- 
tical considerations  naturally  outweigh  theoretical  ones.  The  advan- 
tages of  a  gross  earnings  tax  on  public  service  corporations  are  largely 
practical.  They  are:  il)  Certainty  and  ease  oj  administration.  Gross 
earnings  can  be  concealed  or  misrepresented  only  by  outright  and  easily 
detected  fraud.  Unlike  property  values  or  net  earnings,  they  are  not 
affected  by  differences  of  opinion  and  depend  on  nobody's  judgment  or 
discretion.  They  are  often  a  matter  of  published  record.  After  the 
gross  earnings  are  determined,  the  rest  is  a  matter  of  mere  arithmetical 
computation.  (2)  They  follow  the  capacity  of  the  taxed  subject  to 
pay.  (3)  They  enter  everj^  year  in  the  same  proportion  into  the  ac- 
counts and  can  be  computed  in  advance.  (4)  They  are  less  likely  to  be 
sliifted  from  the  taxpayer  to  some  one  else  than  any  other  tax.  (5)  In 
the  words  of  the  Ontario  Commission  : 

"  '  One  of  the  most  important  advantages  of  the  gross  earnings  tax 
is  that  it  does  away  with  the  difficulty  about  the  taxation  of  franchises.'  " 

Page  155.  "The  Ontario  Commission  on  Railway  Taxation,  which 
rendered  a  report  in  1905,  .  .  .  sums  up  as  follows : 

"  'Since,  then,  it  is  impossible  to  equitably  tax  private  property  and 
corporate  property  on  the  same  basis,  there  is  no  necessary  injustice 
or  inequality  in  taxing  them  upon  different  principles  or  by  different 
public  authorities.  In  fact,  it  is  the  attempt  to  tax  them  both  upon  the 
same  principle  which  works  injustice  and  inequality,  and  it  is  only  by 
taxing  them  upon  different  principles  suited  to  each  form  of  property 
that  it  is  possible  to  attain  or  approximate  justice  and  equality.' 

"  The  last  of  the  three  systems  —  namely,  taxation  of  the  property  on 
the  basis  of  earnings  —  has  the  marked  advantage  of  simphcity  and 
ease  of  administration  and  close  adjustment  to  the  ability  of  the  cor- 
porations to  pay." 

Page  159.  "Railroad  officials,  as  a  rule,  are  stronglj'-  in  favor  of  the 
gross  earnings  tax.  Their  chief  reasons  are  its  simplicity,  the  ease  of 
administration,  and,  above  all,  the  fact  that  it  always  enters  in  the 
same  proportion  into  their  accounts,  so  that  its  effect  upon  their  busi- 
ness is  always  uniform.     It  is  natural  for  railroad  officials  to  look  upon 
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taxes  as  an  expense  incident  to  business  done.  If  a  road  does  more 
business  this  year  than  last,  it  buys  more  coal,  pays  more  wages,  and, 
under  this  plan,  would  pay  more  taxes.  Entering  in  this  manner  into 
their  accounts,  it  is  not  a  disturbing  nor  an  arbitrary  entry  requiring 
explanations,  as  would  an  increase  in  taxation  in  face  of  a  decrease  in 
business.  Furthermore,  the  tax  varies  from  year  to  year  in  direct 
proportion  to  the  fund  out  of  which  it  must  be  paid.  The  tax  is,  there- 
fore, alwaj^s  in  proportion  to  the  road's  ability  to  pay. 

That  the  railroads  themselves  favor  this  plan  is  no  evidence  that  it 
is  one  adverse  to  the  public  interests.  Simplicity,  ease,  and  cheapness 
of  administration,  and  certainty  of  returns  are  advantages  to  the  gov- 
ernment as  well  as  to  the  taxpayer.  Steadiness  in  growth  in  revenue  is 
another  advantage.  The  revenue  derived  from  a  gross  earnings  tax 
will  grow  with  the  growth  of  the  community,  and  will  in  the  long  run 
keep  pace  therewith.  In  this  respect  it  affords  a  decided  advantage 
over  the  property  tax.  The  assessment  of  property  tends  to  become 
stationary  or  to  advance  at  a  constantly  decreasing  rate.  Only  some 
radical  change  in  the  law  or  in  the  administration  thereof  can  counter- 
act this  tendency." 

Page  160.  "  Tendency  of  property  tax  to  become  stationary  and  of  gross 
earnings  tax  to  advance  in  yield. 

"  There  is  a  marked  crj^stallization  to  be  noted  in  the  assessment  of 
property  for  purposes  of  taxation.  An  assessment  once  made  on  a 
given  parcel  of  property  is  usually  regarded  as  more  or  less  final,  and 
is  changed  only  as  additions  are  made  in  the  way  of  new  property''  or 
new  construction.  This  is  universally  true,  except  in  rapidly  growing 
communities,  where  attention  is  constantly  directed  to  the  changing 
values.  It  is  particularly  true  of  railroad  property.  A  board  of  as- 
sessors ha\ang  once  fixed  the  value  is  prone  to  consider  that  as  very 
nearly  final,  and  to  increase  it  only  at  long  intervals  or  as  new  lines  are 
built  or  new  equipment  added.  Unless  there  is  some  radical  change  in 
the  law  or  in  the  administration,  the  valuation  made  in  one  year  is  the 
chief  consideration  in  fixing  the  value  the  next  year." 

Page  164.    "Gross  earnings  are  definite  facts. 

"To  determine  the  value  of  apiece  of  property  requires  judgment, 
and  opinions  thereon  may  differ.  But  the  gross  earnings  of  a  railroad 
constitute  a  definite  fact ;  their  sum  does  not  vary  with  differences  of 
opinion.  .  .  . 

"  The  objection  is  sometimes  raised  against  a  gross  earnings  tax  that 
it  would  fluctuate  violently  from  j'^ear  to  year  and  that  these  fluctuations 
would  not  coincide  with  the  needs  of  the  government.  It  has  been 
pointed  out  that  the  needs  of  the  government  arc  as  great  in  years  of 
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industrial  depression  as  at  any  other  time  and  that  in  those  years  the 
gross  earnings  fall  off  and  hence  the  revenue  would  decline. 

"  It  is  an  almost  complete  answer  to  this  argument  to  point  out  that 
in  years  of  depression  when  the  resources  of  all  the  people  are  lessened, 
and  all  are  forced  to  economize,  it  would  be  a  fitting  thing  and  a  wise 
policy  for  the  government  also  to  reduce  its  expenditures. 

"  But  as  a  matter  of  fact  the  gross  earnings  tax  will  show  a  very  high 
degree  of  steadiness,  as  well  as  showing  a  more  rapid  rate  of  growth,  in 
the  long  run,  than  is  usually  shown  by  the  property  tax.  The  decrease 
in  dull  years  is  not  large  as  compared  with  the  increase  in  good  years." 

[The  greatest  fluctuation  in  the  gross  earnings  of  all  railroads  in 
the  United  States,  in  any  year  from  1889  to  1904,  a  period  long  enough 
to  cover  good  years  and  bad  years,  is  shown  in  a  table  to  have  been 
only  18  per  cent.] 

Page  184.  "The  true  present  value  of  a  street-car  property  depends 
solely,  as  does  that  of  a  mine,  on  what  can  be  taken  out  on  the  gross 
yield,  less  operating  expenses,  and  depreciation.  The  only  item  as- 
certainable with  anj'  degree  of  certaintj^  is  the  gross  receipts ;  all  others 
are  variable  and  uncertain,  being  subjects  of  'judgment'  open  to  'dif- 
ference of  opinion,'  etc. 

"  The  gross  earnings  tax  is,  therefore,  suggested  by  the  very  fact  that 
any  other  sort  of  tax  is  uncertain  and  indeterminate  in  application  and 
operation,  and  must  directly  or  indirectly  refer  back  to  the  earnings. 
It  has,  moreover,  in  this  case  [street  railroads]  as  elsewhere,  all  its 
usual  advantages  of  certainty  and  ease  of  administration,  of  steady 
yield  and  steady  gro^-th,  of  satisfaction  to  the  public  and  to  the  com- 
panies. It  is  notable  that  whenever  cities,  instead  of  selling  street-car 
franchises  outright,  for  a  cash  down  payment,  lease  or  rent  them  for  a 
term  of  j'-ears,  they  almost  universally  prefer  a  percentage  of  the  gross 
earnings  as  the  annual  rental  charge,  to  a  fixed  annual  payment.  The 
reasons  which  incline  both  parties,  the  companies  and  the  cities,  to  regard 
this  as  the  fairest  and  most  satisfactoiy  form  of  the  bargain,  apply  with 
fuU  force  to  the  question  of  taxation." 

Page  194.  "The  propriety  of  a  gross  earnings  tax  in  this  case  [express 
companies]  is  so  obvious  that  it  requires  no  argmnent  or  demonstra- 
tion. All  the  States  which  have  departed  from  the  crude  general  prop- 
erty tax  for  express  companies,  and  they  are  twenty-eight  in  number, 
with  two  exceptions,  apply  either  the  gross  earnings  tax  or  a  license  tax, 
nineteen  apply  the  gross  earnings  tax,  and  in  several  other  cases  the 
license  tax  is  graduated  according  to  gross  earnings." 
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Page  213.  "All  of  these  considerations  strengthen  rather  than 
weaken  in  any  way  the  arguments  in  favor  of  the  gross  earnings  tax  as 
against  an  ad  valorem  tax  on  the  property,  for  this  class  of  corporations. 
It  is  the  only  way  in  which  the  government  can  count  with  certainty 
on  sharing  in  the  rapidly  growing  earnings  of  such  companies." 

REPORT    OP    ONTARIO    COMMISSION    ON    RAILWAY    TAXATION,    1905 

Page  16.  "When  such  States  as  Michigan  and  Wisconsin,  which 
had  previously  taxed  the  railroads  on  the  gross  earnings  basis,  reached 
the  conviction  that  the  railroads  were  not  paying  as  they  might  be  made 
to  pay,  we  find  that,  instead  of  simply  raising  the  rate  of  the  existing 
tax  from,  say  four  to,  say,  five  or  six  per  cent,  they  found  it  expedient 
to  change  the  basis  of  taxation.  This  was  obviously  done  because  they 
knew  that  the  raising  of  the  rate  would  meet  with  the  opposition  of  the 
railroads  and  would  probably  result  in  the  tax  law  being  declared  un- 
constitutional, thereby  paralyzing  a  large  section  of  the  revenue  of  the 
State  until  a  new  method  of  taxation  should  be  adopted.  Yet,  as  al- 
ready indicated,  and  as  an  examination  of  its  operation  will  show,  the 
so-called  ad  valorem  system  of  these  and  other  States  is  really  a  round- 
about method  of  getting  at  earnings  once  more  on  a  higher  rate  of 
taxation." 

Page  23.  "Finding,  then,  that  the  gross  earnings  tax  would  cause 
no  substantial  inequality  in  the  case  of  the  roads  operating  in  Ontario, 
and  that,  as  regards  equality,  there  is  little  to  choose  between  taxing  on 
the  gross  and  on  the  net  earnings  basis,  the  choice  between  these  might 
very  well  be  determined  on  the  ground  of  facility  and  certainty  in 
ascertaining  what  is  gross  and  what  is  net  revenue.  But  there  is  very 
little  difficulty  in  determining  what  is  gross  revenue,  while  there  is  end- 
less difficulty  and  dispute  in  determining  what  is  net  revenue,  especially 
where  it  is  to  the  interests  of  the  companies  to  minimize  net  revenue  in 
order  to  escape  taxation.  Hence,  there  would  seem  to  be  no  hesitation 
in  selecting  gross  revenue  as  the  simplest  and  most  direct,  and,  con- 
sidering all  the  roads,  the  most  equitable  basis  of  taxation.   .   .   . 

"  The  essential  fairness  of  taking  earnings  as  a  basis  for  the  taxation 
of  corporations  is  based  on  the  general  principle  that  the  taxes  vary 
with  the  capacity  of  the  company  to  pay  them,  whereas  taxation  on  the 
basis  of  general  property  results  in  all  manner  of  inequality.  The 
amount  of  tangible  property  required  by  the  various  corporations  has, 
in  the  first  place,  no  necessary  relation  to  their  relative  earning  power, 
and,  in  the  second  place,  bears  no  accurate  relation  to  the  earning  power 
of  the  same  company  at  different  periods.     The  capital  stock  tax  has 
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something  of  the  same  defect  in  addition  to  those  already  mentioned, 
yet  it  has  a  certain  amount  of  flexibility.  Only  the  tax  on  earnings 
follows  automatically  the  capacity  of  the  corporation  to  pay,  and  while 
even  it  has  its  inequalities,  yet  it  is  very  much  more  equitable  than  any 
other  practical  system." 

Page  25.  "As  we  have  seen,  the  flexibility  of  the  gross  earnings 
system  enables  it  to  follow  the  capacity  of  the  corporation  to  pay  taxes, 
and  justice  requires,  more  completely  in  the  case  of  corporations 
which  have  only  a  legal  and  economic  existence  than  in  the  case  of 
private  individuals,  who  are  seldom  taxed  to  the  full  measure  of  their 
capacity,  that  taxation  should  follow  the  relative  earning  power  of 
these  enterprises.   .  .  . 

"Apart  from  its  merits  as  a  simple,  practicable,  and  flexible  form  of 
taxation,  the  tax  on  gross  receipts  has  this  further  great  advantage  over 
other  forms  of  taxation,  that  all  the  facts  and  all  the  processes  connected 
with  its  operation  are  matters  of  public  record.  Thus,  the  railroads, 
on  the  one  hand,  and  the  government  and  the  public,  on  the  other,  may 
know  exactly  the  basis  of  valuation,  the  rate  of  the  tax,  and  the  relative 
contributions  of  the  taxpayers  in  proportion  to  their  business.  Under 
other  systems  of  taxation,  where  the  basis  of  valuation  depends  more 
or  less  absolutely  upon  the  opinion  of  one  or  two  assessors,  who  cannot 
be  quite  certain  of  their  own  estimates,  either  individually  or  collec- 
tively, it  is  ob\'ious  that  the  most  unusual  power,  w'ithout  any  adequate 
check,  is  placed  in  the  hands  of  one  or  two  men.  In  previous  days, 
where  the  assessor  had  many  small  properties  to  estimate,  and  where 
the  value  of  each  man's  property  was  fairly  well  known  to  his  neighbors 
and  to  the  public,  this  system  presented  few  difficulties  and  no  serious 
evils.  But  under  modern  conditions  one  need  hardly  suggest  that  where 
railroads  and  other  corporations,  the  value  of  whose  property  is  hardly 
known  to  themselves,  are  required  to  contribute  millions  of  dollars  in 
taxes  wnthout  any  knowledge  as  to  how  their  own  or  their  rivals'  as- 
sessments are  made  up,  and  where  the  public  are  necessarily  in  even 
more  complete  ignorance,  the  opportunity  and  temptation  is  very  great 
to  bring  influences  to  bear  upon  the  government  for  the  appointment 
of  favorable  assessors,  or  upon  the  assessors  themselves  for  a  favorable 
valuation.  It  is  not  in  the  interest  of  pure  politics  or  sound  finance, 
and  it  is  certainly  not  fair  either  to  the  railroads,  the  assessment  boards, 
or  the  general  public,  to  maintain  a  system  of  taxation  which  places 
such  enormous  interests  as  the  value  of  many  millions  of  corporate 
property  at  the  mercy  of  the  private  opinion  of  one  or  two  men.  The 
unsatisfactory  character  of  such  a  system  is  fully  recognized  alike  in 
the  United  States  and  in  Britain." 
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Page  26.  "One  of  the  most  important  advantages  of  the  gross 
earnings  tax  is  that  it  does  away  with  the  difficulty  about  the  taxation 
of  franchises.  Probably  no  aspect  of  modern  economic  wealth  has 
given  rise  to  such  elaborate  and  confused  discussion  and  even  out- 
landish theorizing  as  the  so-called  'franchise'  values.  Without 
attempting  to  follow  the  lines  of  popular  discussion  on  the  subject,  it 
may  be  sufficient  here  to  indicate  briefly  that  there  are  two  distinct 
senses  in  which  the  term  'franchise'  is  used  to  indicate  a  property  of 
economic  value.  It  is  the  confusion  of  these  two  economic  phases, 
with  the  occasional  introduction  of  purely  legal  aspects  of  franchises, 
which  has  contributed  so  much  to  the  darkening  of  counsel  on  the 
subject." 

Page  103.  "Governor  Van  Sant  is  an  ardent  advocate  of  tax  re- 
form, which  he  is  confident  will  yet  be  adopted  by  the  people  of  Min- 
nesota. He  also  favors  the  increased  rate  upon  gross  earnings  of  rail- 
ways. He  strongly  supports,  however,  the  existing  method  of  taxing 
railways  on  their  gross  earnings.  The  State  Auditor  also  supported  the 
system.     As  he  put  it : 

"  '  We  believe  in  this  State  that  the  gross  earnings  system  is  a  very 
satisfactory  method  of  taxing  the  railways ' ;  and  again : 

"  '  Our  people  are  especially  well  satisfied  with  the  system  of  taxation 
on  gross  earnings,  because  they  think  it  is  the  fairest  way,  all  things 
considered.'" 

Page  206.  "In  New  York  the  Ontario  Commission  had  an  inter- 
view with  Mr.  Thomas  F.  Woodlock  of  the  Wall  Street  Journal,  author 
of  '  The  Anatomy  of  a  Railroad  Report '  and  a  recognized  authority  on 
financial  and  railroad  matters.  Mr.  Woodlock  strongly  favored  the 
system  of  taxing  railroads  on  their  gross  earnings,  as  the  fairest  practi- 
cable method  for  all  parties.  His  position  may  be  gathered  from  the 
following  extracts  from  the  interview : 

"  '  Without  pretending  to  be  an  expert,  I  have  always  felt  that  the 
safest,  fairest,  and  easiest  way  of  taxing  railroads  was  on  earnings, 
either  gross  or  net.  Now  there  are  objections  to  taxing  gross,  and  there 
are  objections  to  taxing  net ;  in  fact,  there  are  objections  to  any  scheme 
you  can  think  of.  An  advantage  in  the  case  of  gross  earnings  is  that 
the  auditor  of  the  company  makes  the  assessment ;  in  other  words,  you 
cannot  charge  expenses  for  wholesale  betterments,  etc.  On  the  other 
hand,  if  you  tax  gross  earnings,  it  may  happen  that  one  railroad  is 
compelled  to  operate  at  75  per  cent  of  expenses,  another  at  50  per  cent, 
and  so  on.  But  on  the  whole,  it  seems  to  me  that  the  gross  earnings 
system  has  the  prei)onderance  of  suitability  for  this  purpose,  because 
the  gross  earnings  are  easily  ascertained.'  " 


ASSESSMENT  OP  PUBLIC  SERVICE  CORPORATIONS   179 

Page  207.  "At  Baltimore  the  Ontario  Commission  interviewed 
Mr.  Hugh  L.  Bond,  second  Vice-President  of  the  Baltimore  and  Ohio 
Railway,  who  spoke  very  frankly  and  interestingly  of  the  various 
methods  of  taxation  encountered  by  their  railroad,  and  of  what  he 
considered  to  be  the  most  reasonable  system  of  railroad  taxation.  As 
a  result  of  his  wide  experience  he  had  reached  the  conviction  that  the 
gross  earnings  system  was  the  fairest  for  all  parties." 

Page  209.  "  On  the  whole,  I  [Mr.  Bond]  think  the  most  equitable 
basis  for  the  taxation  of  railroads  is  the  gross  receipts  basis." 

REPORT    OF   THE    UNITED    STATES   INDUSTRIAL    COMMISSION   OF    1901 

Vol.  IX,  page  1022.  "The  income  tax  principle  lies  at  the  bottom 
of  the  transportation  tax  systems  of  a  number  of  the  States,  where 
various  taxes  on  receipts  and  earnings  have  been  established. 

Tax  on  gross  receipts.  —  This  is  the  tax  on  transportation  companies 
recommended  by  the  railway  tax  committee  in  1880,  as  well  as  by  the 
Maryland  Tax  Commission  of  1886  and  the  Maine  Tax  Commission 
of  1889.  The  New  York  Committee  remarks  that,  'The  requisite 
of  a  correct  system  of  railroad,  as  of  other,  taxation  is  that  it  should, 
in  so  far  as  it  is  possible,  be  simple,  fixed,  proportionate,  easily 
ascertainable,  and  susceptible  of  ready  levy.' 

"The  committee  recommends  the  tax  on  gross  receipts  as  'perfectly 
simple  .  .  .  thoroughly  proportionate,  .  .  .  and  can  by  no  possibility 
be  evaded.' 

"A  little  farther  on  in  the  report  the  systems  of  Michigan  and 
Wisconsin  were  characterized  as  '  most  intelligent  and  in  conformity 
with  correct  principles.' 

"The  Maine  Tax  Commission  likewise  recommends  the  tax  on  gross 
receipts  as  a  method  'doubtless  as  fair  as  any,  for  by  that  method 
the  levy  is  graduated  to  the  amount  of  business  the  road  is  doing.' 

"The  report  of  the  Maryland  Tax  Conomission  of  1886  concerned 
itself  largely  with  railroad  taxation.  The  Commission  recommended  a 
graded  license  fee  on  gross  earnings.  In  a  supplementary  minority 
report  the  following  remarks  were  made : 

"  '  The  plan  recommended  by  the  other  members  of  the  Commis- 
sion is,  perhaps,  as  good  as  any,  which  is  in  entire  harmony  with  our 
e.xisting  system  of  taxation,  and  deserves  the  careful  consideration  of 
the  legislature.  If  it  is  decided,  however,  to  inaugurate  a  new  system, 
experience  points  to  the  Wisconsin  method  as  preferable.  The  roads 
are  thereby  exempt  from  local  taxation,  and  a  license  fee  for  the 
operation  is  charged,  varying  according  to  the  gross  earnings  per  mile. 
The  license  fees  are  expected  to  defray  the  entire  expenses  of  the  state 
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government,  and  this  plan  is  being  followed  elsewhere  and  everywhere 
with  the  same  satisfactory  results.  It  is  simpler  than  the  assessment 
by  local  authorities,  as  well  as  state  authorities,  and  the  railroads  are 
almost  too  powerful  to  be  handled  by  the  local  authorities,  who  are 
likely  to  be  worsted  in  their  contests  with  vast  corporations.'" 
[This  report  was  signed  by  Professor  Richard  T.  Ely.] 

EXTRACT  FROM   REPORT   OF  THE   NEW  HAMPSHIRE  TAX   COMMISSION   OP 

1908 

Page  107.  "Whatever  the  cost  of  a  railroad,  the  amount  of  money 
it  is  able  to  earn  is  probably  the  most  important  element  affecting  its 
value.  This  was  recognized  in  Michigan,  where,  after  an  appraisal  of 
the  physical  property  of  the  railroads  in  the  State,  at  a  cost  of  $60,000, 
a  valuation  was  placed  on  the  nonphysical  elements  or  intangible 
assets  of  the  railroads,  which  was  added  to  the  valuation  of  the  physical 
property.  This  additional  valuation  of  the  nonphysical  elements  or 
intangible  assets  represented  the  value  of  the  franchise  and  was  ar- 
rived at  by  capitalizing  the  net  earnings  of  the  road  at  a  selected  per- 
centage and  deducting  from  the  valuation  thus  arrived  at  the  valuation 
of  the  physical  property.  In  other  words,  by  this  process  the  capitaliza- 
tion of  the  net  earnings  of  a  railroad  at  a  selected  percentage  was  made 
for  the  purpose  of  getting  at  its  true  value.  By  deducting  the  cost  of 
production,  from  the  true  value  so  found,  where  it  exceeds  the  cost  of 
production,  the  value  of  the  nonphysical  elements  is  ascertained, 
which,  added  to  the  value  of  the  physical  property,  gives  the  value  of 
the  system  as  a  whole.  Where  the  cost  of  production  exceeds  the  true 
value,  the  difference  is  deducted  from  the  cost  of  production  in  order 
to  get  at  the  true  value.  The  great  expenditure  of  time  and  money 
necessary  to  make  an  appraisal  of  the  physical  property  of  railroads 
seems  unnecessary  when  the  earning  power  is  the  real  basis  on  which 
the  value  of  such  railroads  is  fixed." 


VIEWS    OF    MR.    WILLIAM    S.    WHITE    OF    THE    MAINE    TAX    COMMISSION 

OF    190S 

Page  64.  "While  agreeing  with  the  majority  of  the  Commission 
that  the  tax  on  railroads,  both  steam  and  electric,  and  on  other  public 
service  corporations  is  to  be  continued  in  some  form  in  this  State,  I 
emphatically  dissent  from  the  method  of  taxation  proposed  by  the 
majority  of  my  associates,  and  I  feel  constrained  to  accept  and  ajiiirove 
the  principles  of  the  income  tax  in  its  ai)plication  to  this  particular 
class  of  property  and  urge  and  advise  that  the  tax  on  these  corpora- 
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tions  be  based  on  their  earnings,  as  is  now  the  practice  in  this  State, 
except  that  the  income  after  deducting  operating  expenses,  mainte- 
nance, and  cost  of  capital  be  made  the  basis  instead  of  the  gross  income, 
as  is  now  the  rule.  ..." 

Page  67.  "  To  that  part  of  the  Report  wliich  deals  with  the  general 
property  tax  of  pubUc  service  corporations  I  must  except:  From 
my  point  of  view  there  is  no  general  propert}'  for  purpose  of  taxation 
other  than  that  already  described  in  our  present  tax  laws  for  purpose  of 
municipal  taxation.  The  right  of  way  possesses  no  value  as  property 
independent  of  a  franchise,  and  if  the  cars,  locomotives,  and  other 
equipment  are  taxable,  as  other  property,  they  should  be  taxed  where 
the  corporation  is  domiciled  and  for  local  purposes  and  at  the  local 
rate. 

"It  would  not  seem  to  me  that  the  taxation  of  cars,  locomotives,  and 
other  equipment  of  a  like  nature,  of  railroads,  either  steam  or  electric, 
should  in  fairness  be  taxed  locally  at  the  domicile  of  the  corporation. 
Neither,  in  fairness,  should  the  right  of  wa}^  roadbed,  rails,  and  other 
physical  investment  be  apportioned  for  taxation  among  the  towois 
tlirough  which  the  road  may  pass. 

"  The  benefits  accruing  to  these  communities  from  the  facilities  pro- 
vided by  railroads  and  other  public  ser\'ice  corporations  should  be 
sufficient  recompense  for  their  presence.  They  may  be  used  and  oper- 
ated more  without  the  domicile  than  within.  Neither  would  the  ends 
of  justice  in  taxation  be  more  fairly  met  by  a  divisible  taxable  right  of 
all  the  physical  property  among  the  towns  through  which  the  corpora- 
tion operates.  A  railroad,  telei)hone,  or  telegraph  company,  electric 
light  and  power  company  may  have  its  lines  running  through  many 
miles  of  a  sparsely  settled  community  while  its  business  is  derived  from 
communities  bearing  but  small  mileage  of  its  lines. 

"The  business  of  our  larger  public  service  corporations  is  not  local 
in  its  character,  but  is  gathered  from  the  industries  throughout  large 
areas  of  the  State.  Hence,  I  maintain  that  the  physical  property  of 
public  service  corporations,  performing  service  as  widespread  as  that 
of  steam  and  electric  railroads,  telegraph  and  telephone  companies, 
parlor  and  sleeping  car  companies,  and  express  companies  be  considered 
as  subject  for  state  taxation.  .  .  ." 

Page  70.  "  My  conclusions  lead  me  to  urge  the  adoption  of  a  net 
income  tax  on  the  operations  of  steam  and  electric  railroads,  tele- 
graph and  telephone  companies." 
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REPORT  OF  THE  MINNESOTA  TAX  COMMISSION,  1908,  CHAPTER  VI.      GROSS 
EARNINGS   TAXES  ;   STATUS  OF  GROSS  EARNINGS  TAX  IN  MINNESOTA 

Page  8L  "The  Minnesota  law  provides  two  general  methods  of 
taxing  corporations  and  their  property.  One  is  by  the  taxation  of 
gross  earnings  at  given  rates,  and  the  other  by  an  ad  valorem  assessment 
of  the  properties  of  the  companies.  Nearly  all  the  state-wide  public 
utility  companies  now  pay  the  State  on  the  basis  of  their  gross  earn- 
ings, but  the  domestic  corporations  engaged  in  manufacture  and  busi- 
ness enterprise,  together  with  the  municipal  public  utility  companies 
—  telephone  companies  excepted  —  are  taxed  under  the  general  prop- 
erty tax. 

"  The  gross  earnings  tax  is  based  on  the  supposition  that  taxes  vary, 
as  the  ability  of  the  company  to  pay  them,  while  the  tax  on  property 
owned  is  based  on  the  idea  that  a  relation  exists  between  the  amount 
of  property  owned  and  the  income  received.  There  is,  however,  no 
necessary  relation  between  property  and  income,  for  both  are  con- 
tinually changing  and  shifting,  regardless  of  each  other.  The  people 
of  Minnesota,  because  of  the  ease  with  which  the  gross  earnings  tax  is 
collected  and  administered,  have  come  to  regard  it  as  the  most  satis- 
factory part  of  their  tax  system.  It  is  the  same  in  the  matter  of  the 
rate  from  year  to  year ;  it  varies  with  the  capacity  of  companies  to  pay, 
and  cannot  be  shifted  easily  from  company  to  consumer.  These  are 
arguments,  but  briefly  stated  here,  on  which  the  tax  stands  as  a  part  of 
the  Minnesota  fiscal  system." 

Page  86.    "Attitude  of  United  States  Supreme  Court. 

"  The  gross  earnings  system  of  taxation  is  firmly  embedded  in  Minne- 
sota law,  nor  is  it  likely  to  be  disturbed  by  interference  on  the  part  of 
the  federal  courts,  since  the  decision  in  the  case  of  Maine  vs.  Grand 
Trunk  Railroad,  142  U.S.  217,  recognized  the  right  of  the  States  to 
utilize  such  a  method  of  taxation.  As  a  matter  of  history  and  law, 
the  Supreme  Court  of  the  United  States  has  not  materially  interfered 
with  the  States  as  to  the  form  of  the  tax  to  be  levied  upon  interstate 
commerce  corporations ;  the  interference  has  arisen  entirely  in  con- 
nection with  the  question  of  the  burden  of  the  tax.  There  is,  then,  no 
good  reason  why  the  Minnesota  system  of  gross  earnings  ta.xes  should 
not  be  continued  so  long  as  there  is  satisfaction  with  the  method  and 
the  results.  .  .  ." 

Page  94.  "The  argument  for  the  substitution  of  a  gross  earnings 
tax  in  lieu  of  the  general  property  tax  in  dealing  with  public  utility  cor- 
porations is  much  the  same  as  that  given  above  in  connection  with  the 
taxation  of  state-wide  public  utiUty  companies.     The  intricate  plants 
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and  extended  values  of  the  same  make  it  difficult  to  value  them  ac- 
curately even  for  taxation  purposes.  The  assessment  when  made 
becomes  fixed  and  prevents  the  community  from  sharing  in  the  increased 
earnings  of  the  company.  Under  a  gross  earnings  tax  the  company 
knows  what  to  plan  upon,  is  no  longer  forced  to  interfere  with  assessors 
in  order  to  get  what  it  conceives  to  be  justice,  and  consequently  keeps 
out  of  the  political  field,  with  a  resultant  betterment  of  political  con- 
ditions all  around.  There  is  a  gain  to  the  community  in  ease  of  collec- 
tion and  administration,  and  one  to  the  company  in  knowing  what  to 
expect.  ..." 

Page  95.      "The  Extension  of  the  Gross  Earnings  Tax  System. 

"  The  gross  earnings  tax,  with  the  modification  of  it  to  make  it  com- 
plete and  a  real  fiscal  system,  is  outlined  below.  The  details  of  the 
legislation  necessary  to  round  out  the  present  laws  on  gross  earnings 
cannot  be  presented  in  a  report.  The  suggestion  as  to  method  and 
general  principle  has  been  made  above. 

"  Table  showing  a  Summary  of  the  Existing  Gross  Earnings  Tax 
System  in  Minnesota  and  Suggested  Changes 


Business 


Railroads 
Telegraph 

Telephone 
Sleeping  cars 

Freight  lines 
Express 
Insurance 
Electric  light 
and  power 
Street  railways 
Gas  companies 


ExISTE^fT  System 


Gross  earnings 
General  property 

Gross  earnings 
Optional 

Gross  earnings 
Gross  earnings 
Gross  premiimis 


Rate 

To  Whom 
Paid 

4% 

State 

Aver- 

age 

State 

3% 

State 

Aver- 

age 

State 

4% 

State 

6% 

State 

2% 

State 

Proposed  System 


Continued 

Gross  earnings 
Continued 

Gross  earnings 
Continued 
Continued 
Continued 


General  property  Local  State  &  Local  Gross  earnings 
General  property  Local  State  &  Local  Gross  earnings 
General  property  Local  State  &  Local  Gross  earnings 


RECOMMENDATIONS 


Page  223.     "2.     Extension  of  the  Gross  Earnings  Tax. 

"  The  principle  of  the  gross  earnings  tax  has  commended  itself  to  the 
people  of  the  State  through  an  experience  of  nearly  forty  years.  It 
seems  desirable  that  this  principle,  which  has  been  applied  to  railroads, 
telephone,  express,  and  freight  line  companies  with  satisfactory  results, 
should  also  be  extended  to  the  public  utility  companies  of  the  State. 
The  advantages  of  such  a  method  of  taxation  are  set  forth  in  the  chap- 
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ter  on  gross  earnings,  Chapter  VI,  Part  II,  and  the  discussion  need  not 
be  repeated  here  other  than  to  say  that  it  has  the  favorable  recommend- 
ation of  the  tax  commission." 

EXTRACT  FROM  REPORT  OF  COMMITTEE  ON  RAILROAD  TAXES  AND 
PLANS  FOR  ASCERTAINING  THE  FAIR  VALUATION  OF  RAILROAD 
PROPERTY  MADE  AT  TWENTY-FIRST  ANNUAL  CONVENTION  OF  THE 
NATIONAL  ASSOCIATION  OF  RAILWAY  COMMISSIONERS,  HELD  AT 
WASHINGTON,   D.C.,   NOVEMBER  18,   1909 

"  It  would  seem  that  a  gross  earnings  tax  presents  as  fair  a  way  to 
equitably  tax  railroad  companies  in  accordance  with  their  fair  earning 
power  (which  is  an  index  as  to  value)  as  any  plan  yet  adopted.  This, 
if  the  earnings  and  accounting  is  carefully  checked,  will  place  the  com- 
panies on  the  same  basis  in  the  several  States  and  at  once  remove  all 
the  difficulties  found  in  the  ad  valorem  plan  of  assessing  the  properties." 

GUY  EDWARD  SNIDER,   ON  TAXATION  OF  THE   GROSS    RECEIPTS   OF  RAIL- 
WAYS IN   WISCONSIN  * 

Page  48.  "  The  experience  in  Wisconsin  and  other  States  shows 
that  the  chief  characteristic  of  the  executive  officials  in  our  state  and 
local  governments  is  official  inertia.  Accepting  a  public  trust  implies 
the  acceptance  of  official  traditions,  habits,  and  precedents.  To  violate 
this  rule  brings  down  upon  the  culprit  the  wrath  of  the  unseen  forces. 
PubUc  opinion,  when  aroused,  may  be  the  impetus  to  renewed  action, 
or  an  exceptional  official  may  vigorously  fulfill  his  duty,  but  the  official 
life  is  short,  and  the  public  sleeps  or  forgets ;  the  unseen  forces  never 
do  either. 

"  It  is  most  important  that  the  customs  and  habits  of  the  people,  the 
customs  and  habits  of  officialdom  be  considered  when  the  law  is  framed. 
The  movement  of  the  machinery  depends  upon  the  officials ;  the  offi- 
cials on  the  other  hand  conform  necessarily  to  a  large  degree  to  the 
machinery.  The  machinery  may  lack  the  motive  power  and  cannot 
operate  of  itself,  but  it  is  most  important  that  it  be  constructed  as  nearly 
perfect  as  possible,  so  that  it  may  run  with  the  least  friction.  Since 
inertia  is  the  rule  of  official  life,  the  law  should  be  explicit  in  all  its  pro- 
visions ;  its  terms  should  be  defined  and  its  machinery  self-operative 
so  far  as  is  possible. 

"  The  peculiar  fitness  of  the  tax  on  gross  earnings  is  to  be  found  in  the 

1  Publications  of  American  Economic  Association,  November,  1900.  Third 
Series,  Vol.  VII,  No.  4. 
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assessment  feature.  Under  the  law  taxing  gross  receipts,  the  discre- 
tionary power  of  the  state  officials  is  not  great,  and  the  taxable  value 
of  the  railwa3's  is  determined  in  accordance  with  a  definite  rule. 

"  The  strength  of  this  method  of  taxing  railway  property  is  best 
shown  by  comparison  with  those  systems  which  give  great  discretionary 
power  to  the  state  officials.  The  abuses,  injustice,  and  corruption 
engendered  among  our  officials  and  in  the  body  poUtic  under  the  latter 
system  are  immeasurably  greater  than  the  possible  loss  of  a  few 
dollars  through  the  perjury  of  the  railway  officials." 


REPORT    OF    MINNESOTA    TAX    COMMISSION,    1910 
"  THE   GROSS   EARNINGS   TAX 

"This  is  a  fixed  rate  determined  by  the  legislature  and  imposed  upon 
the  annual  gross  receipts  of  corporations.  So  far  as  it  is  employed  in 
this  State,  it  includes  only  such  public  utility  corporations  as  are  en- 
gaged in  business  state-wide  in  scope  and  quasi  public  in  character.  .  .  . 

"  The  liistory  of  the  birth,  growth,  and  operation  of  the  gross  earn- 
ings system  in  this  State,  with  a  comprehensive  discussion  of  its  merits 
and  defects  and  many  suggestions,  particularly  as  to  the  proper  rate  of 
taxation,  can  be  found  in  Chapter  VI  of  the  first  (1908)  biennial  report 
of  this  commission.  We  do  not  deem  it  necessary  to  reiterate  what 
is  there  said  upon  this  subject.  The  comparison  there  made  of  the 
actual  result  of  the  gross  earnings  tax  on  railroads  and  what  would 
have  been  the  result  of  a  general  property  tax  upon  the  valuations  of 
the  same  roads  is  worthy  of  careful  consideration. 

"  The  gross  earnings  tax  is  the  antithesis  of  the  general  property  ad 
valorem  tax.  While  it  is  somewhat  in  the  nature  of  an  income  tax  upon 
gross  incomes,  it  altogether  ignores  the  value  of  the  property  and  the 
profits  of  the  corporation.  It  discards  all  pretense  of  equity  or  equahty 
with  any  other  system  of  taxation.  It  is  not  a  tax  upon  propertj^  at 
all,  nor  upon  the  profits  arising  from  the  use  of  property.  It  is  essen- 
tially a  business  tax,  a  license  to  carry  on  the  business  for  which  the 
corporation  is  organized ;  and  the  amount  of  the  tax  is  mathematically 
determined  bj^  the  amount  of  business  done.  Like  all  other  licenses  the 
rate  fixed  is  purely  arbitrary,  being  just  such  a  rate  per  cent  as  the  leg- 
islature thinks  the  corporation  should  annually  pay  for  the  privilege 
of  doing  business. 

"  The  gross  earnings  of  a  corporation  may  be  large  in  volume,  and 
yet,  owing  to  business  depression  or  bad  management,  may  produce 
little  or  no  profit.    In  such  case  it  pays  a  tax  upon  a  losing  business. 
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But  that  is  not  unusual.  The  same  conditions  attend  the  ownership  of 
property  taxed  under  the  general  ad  valorem  system.  Very  frequently 
real  estate  or  personalty  which  is  absolutely  non-productive  pays  its 
full  measure  of  taxation  equally  with  productive  property.  Moreover, 
it  is  a  well-recognized  fact  that  no  corporation  can  long  continue  to  be 
unprofitable.    Either  it  will  be  made  profitable  or  it  will  cease  to  exist. 

"  The  gross  earnings  system  has  one  very  vulnerable  point  of  attack. 
The  rate  of  taxation  being  arbitrarily  fixed  by  the  legislature,  there 
will  always  exist  the  impending  danger  that  that  body  unduly  influ- 
enced by  the  corporations  may  fix  too  low,  or  moved  by  prejudice  or 
vindictiveness  may  fix  too  high  a  rate.  The  same  general  objection, 
however,  will  apply  to  all  legislation,  state  and  national,  and  is  not 
peculiar  to  taxation  only. 

"  The  greatest  care  and  impartiality  should  be  used  in  determining 
the  rate  to  be  imposed  upon  gross  earnings.  Not  only  is  there  danger 
of  undertaxing,  and  thus  depriving  the  State  of  revenues  to  which  it  is 
entitled,  but  there  is  also  the  danger  of  overtaxation,  which  may  result 
in  so  crippling  the  industry,  as  to  render  it  incapable  of  meeting  its 
competitors  in  other  States.  Property  should  not  be  confiscated  simply 
because  it  is  owned  by  a  prosperous  corporation. 

"  It  should  always  be  kept  in  mind  that  after  all  the  consumer  ulti- 
mately pays  the  tax,  and  that  the  tax  paid  in  the  first  instance  by  a 
railroad,  for  example,  is  in  its  last  analysis  a  tax  upon  the  patrons  of 
the  road.  No  system  of  taxation  has  yet  been  devised  which,  as  a 
general  rule,  will  prevent  the  taxpayer  from  shifting  the  burden  of  the 
tax  paid  to  the  shoulders  of  the  consumer  of  the  property  taxed. 

"  It  should  also  be  kept  in  mind  that  as  to  some  of  these  public  utility 
corporations  the  State  claims  and  exercises  the  power  of  fixing  the  rates 
of  service  and  transportation,  as  well  as  the  power  of  fixing  the  rate  of 
taxation,  thus  if  it  sees  fit,  limiting  or  diminishing  the  amount  of  the 
gross  earnings  of  the  corporation,  and  at  the  same  time  increasing  the 
amount  of  its  taxation,  burning  the  candle  at  both  ends. 

"  All  these  things  should  be  most  carefully  balanced,  and  the  aim 
should  be  the  fixing  of  a  rate  which  will  afford  a  reasonable  profit  to  the 
stockholders  of  the  corporation  and  a  fair  contribution  for  the  support 
of  the  government.     What  is  needed  is  a  square  deal,  squarely  made. 

"  This  Commission  does  not  know  of  any  reason  why  telegraph  and 
sleeping  car  companies  should  not  be  taxed  under  the  gross  earnings 
system.  They  arc  state-wide  in  their  operation  and  fairly  belong  to 
the  class  of  state  public  service  corporations. 
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"  Local  Public  Utility  Corporations 

"  The  problem  of  properly  taxing  street  railways,  gas,  electric  light, 
heating,  power  and  water  plants  differs  from  that  of  taxing  the  state- 
wide public  service  corporations  only  in  the  facts  that  they  are  local 
in  character,  and  not  infrequently  are  created  more  for  the  benefit  of 
the  public  in  the  particular  locality  than  for  the  pecuniary  gain  of  the 
stockholders.  There  is  no  good  reason,  however,  why  they  should  not 
all  be  placed  upon  the  gross  earnings  basis  and  taxed  accordingly.  The 
tax  collected  should  be  paid  into  the  treasury  of  the  county  where  the 
company  renders  its  ser\'ice,  and  distributed  as  other  taxes  collected 
in  the  city,  town,  or  village  where  the  corporation  is  located  are  dis- 
tributed. 

"  In  determining  the  rate  of  taxation  to  be  imposed  upon  such  cor- 
porations a  sliding  or  graduated  scale  might  be  adopted  varying  the 
rate  according  to  the  amount  of  gross  earnings  or  according  to  the  popu- 
lation of  the  localit}^  where  the  service  is  rendered.  In  this  manner 
due  consideration  could  be  given  to  those  cases  where  a  subscription  to 
the  capital  stock  of  the  corporation  represents  the  generosity  and  pubUc 
spirit  of  the  subscriber  rather  than  an  investment  for  pecuniary  profit. 

"Advantage  over  General  Property  Tax 

"The  greatest  advantage  of  the  gross  earnings  over  the  general  ad 
valorem  tax  system  is  that  it  entirely  eliminates  the  necessity  of  valuation 
of  the  complicated  and  peculiar  properties  of  the  corporation.  Ex- 
perience has  demonstrated  that  such  attempted  valuations  are  intrinsi- 
cally inaccurate  and  at  the  best  are  but  crude  guess  work.  To  approxi- 
mate a  fair  valuation  of  either  the  corporeal  or  intangible  property  of 
such  corporations  requires  in  each  particular  case  the  knowledge  and  skill 
of  experts.  But  a  fixed  rate  applied  to  the  gross  earnings  not  only 
renders  the  taxation  of  such  corporations  a  mere  matter  of  mathemati- 
cal computation,  but  also  gives  to  the  system  a  certainty  and  reliability 
which  is  very  desirable,  while  the  practical  experience  of  a  very  few 
years  would  culminate  in  the  fixing  of  a  rate  eminently  fair  and  equi- 
table. 

"  Upon  the  whole  it  may  be  said  that  in  its  practical  operation  in  this 
State  the  gross  earnings  tax  has  been  satisfactory.  While  there  may 
exist  a  reasonable  doubt  as  to  whether  the  existing  rates  are  adequate 
or  unjust,  the  system  itself,  as  a  method  of  fairly  taxing  public  utility 
corporations  is,  in  the  judgment  of  this  Commission,  the  best  which  has 
been  yet  suggested." 
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NOTES  OP  A.  E.  HOLCOMB  ON  CONSTITUTIONALITY  OF  A  STATE  LAW 
WHICH  IMPOSES  A  TAX  UPON  EARNINGS  OF  A  CORPORATION 
WHERE  SUCH  EARNINGS  ARE  DERIVED  IN  WHOLE  OR  IN  PART 
FROM    INTERSTATE    COMMERCE 

It  may  be  suggested  that  there  is  doubt  as  to  the  legality  of  a  statute 
imposing  a  tax  upon  the  earnings  of  a  corporation  derived  in  whole  or 
in  part  from  interstate  commerce  and  that  as  the  tax,  if  limited  to  intra- 
state earnings,  would  be  entirely  inadequate,  such  a  statute  is  imprac- 
ticable. 

The  consideration  of  this  proposition  involves  a  reference  to  the  his- 
tory of  the  course  of  the  decisions  of  the  United  States  Supreme  Court 
and  a  somewhat  close  analysis  of  such  decisions,  having  regard  to  the 
particular  and  peculiar  circumstances  involved  in  the  various  cases  in 
which  the  subject  has  been  discussed  by  that  Court. 

For  the  purposes  of  this  brief  comment  it  will  only  be  possible  to  state 
the  principles  which  are  deemed  to  be  settled  with  reference  to  the  cases 
which  are  deemed  to  support  such  principles. 

It  may  be  stated  at  once,  as  a  general  principle,  and  without  qualifi- 
cation, that  all  laws  which  impose  taxes  directly  upon  receipts  from  in- 
terstate commerce  are  void.     Illustrative  cases  are : 

McCall  V.  California,  136  U.S.  104 

Norfolk  &  Western  R.  R.  Co.  v.  Penna.,  136  U.S.  114 

Crutcher  v.  Kentucky,  141  U.S.  47 

Phila.  &  So.  Mail  S.  S.  Co.  v.  Penna.,  122  U.S.  326 

Leloup  V.  Mobile,  127  U.S.  647 

Brennan  v.  Titusville,  153  U.S.  289 

Norfolk  &  Western  Ry.  Co.  v.  Sims,  191  U.S.  441 

Allen  V.  Pullman  Co.,  191  U.S.  171 

Galveston,  Harrisburg  &  C.  Ry.  Co.  v.  Texas,  210  U.S.  224-6 

The  above  cases  are,  in  the  main,  those  where  license  or  privilege 
taxes  have  been  imposed,  but  it  is  important  to  bear  in  mind  that  the 
designation  of  the  tax  is  unimportant,  but  that  its  purpose,  nature,  and 
effects  are  the  important  considerations. 

This  comment  will  serve  possibly  to  explain  the  case  now  to  be  con- 
sidered and  which  forms  the  fundamental  authority  in  support  of  the 
constitutionality  of  a  tax  upon  earnings,  including  those  derived  from 
interstate  commerce.  This  case  is  Maine  v.  Grand  Trunk  Ry.  Co.,  142 
U.S.  217  (1891),  a  case  which  seems,  at  first  blush,  out  of  harmony  with 
the  cases  cited  above,  and  which  was  unfavorably  commented  upon  by 
text  writers  for  a  long  time. 

When,  however,  the  real  basis  of  the  decision  is  appreciated,  much  of 
the  difficulty  disappears.  Without  quotation  from  the  opinion  itself 
and  from  those  in  other  more  recent  cases,  it  may  be  stated  with  confi- 
dence that  the  tax  here  imposed  was  in  the  nature  of  a  "commutation" 
tax  in  lieu  of  all  other  taxes  upon  the  roadbed  of  the  railroad ;  that  while 
the  tax  was  designated  as  an  "excise,"  the  name  given  was  not  consid- 
ered of  importance.  The  real  significance  of  the  decision  is  that  here 
there  was  sanctioned  a  tax  which  was  absolutely  and  directly  a  burden 
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upon  interstate  commerce,  and  that  this  conclusion  was  reached  because 
the  court  considered  it  merelj^  as  a  measure  of  the  burden  which  the 
corporation  should  bear  in  common  with  other  property  owners  in  the 
State.  This  distinction  may  appear  fine,  but  it  is  substantial  and  will 
be  seen  to  run  through  all  the  later  decisions  of  the  court  where  tliis 
and  other  similar  cases  are  considered. 

Tliis  case  has  been  repeatedly  cited  in  later  decisions  of  the  court,  and 
its  authority  has  never  been  questioned  or  modified.  The  cases  in 
which  it  has  been  cited,  and  in  which  the  distinctive  point  above  men- 
tioned is  developed,  are 

Ficklcn  V.  Shelby  Co.,  145  U.S.  23  (1892) 

Postal  Telg.  Co.  v.  Adams,  155  U.S.  699  (1895) 

Erie  R.R.  v.  Penna.,  158  U.S.  440  (1895) 

Hanley  v.  K.  C.  So.  Ry.,  187  U.S.  621  (1903) 

Wisconsin  &  Mich.  Ry.  Co.  v.  Powers,  191  U.S.  388  (1903) 

Mich.  Cent.  Ry.  v.  Powers,  201  U.S.  296  (1906) 

G.  H.  &  S.  Ry.  V.  Texas,  210  U.S.  224-6  (1908) 

The  case  has  also  been  cited  and  approved  in  general  in 

Ashly  V.  Ryan,  153  U.S.  446  (1894) 

Pittsburg,  etc.,  Ry.  v.  Backus,  154  U.S.  431  (1894) 

Hooper  v.  Cahfornia,  155  U.S.  652  (1895) 

W.  U.  Tel.  Co.  V.  Taggert,  163  U.S.  21  (1895) 

Adams  Exp.  Co.  v.  Ohio,  165  U.S.  220  (1897) 

These  cases  are  referred  to  to  indicate  that  the  authority  of  the 
Grand  Trunk  case  is  absolutely  unshaken. 

The  case  of  Postal  Telg.  Co.  v.  Adams,  155  U.S.  699,  supra,  may  be 
referred  to,  as  it  illustrates  well  the  theory  of  the  decision  of  the  Grand 
Trunk  case.  Here  it  was  purely  a  hcense  tax  which  was  brought  in 
question,  and  under  the  authority  of  Leloup  v.  IMobile,  127  U.S.  640, 
it  would  have  seemed  clearly  illegal,  j^et  here,  as  in  the  earlier  Grand 
Trunk  case,  the  court  sustained  the  tax  entirely  upon  the  theory  of 
"commutation,"  that  it  was,  in  amount,  no  more  than  the  tax  upon  an 
ad  valorem  basis  would  have  been.  This  last  case  presents,  it  would 
seem,  the  extreme  view  of  interpretation  founded  upon  an  examination 
of  the  effect  of  a  taxing  statute,  but  its  authority  is  unchallenged. 

The  very  recent  case  of  Galveston,  Harrisburg  &  San  Antonio  Ry. 
Company  v.  Texas,  210  U.S.  224-6,  seems,  however,  to  settle  the  status 
of  the  Grand  Trunk  case,  and  to  dispose  of  all  questions  as  to  its  author- 
ity. In  this  case  the  court  had  of  necessity  to  examine  all  of  its  pre- 
vious decisions  in  these  cases,  and  the  apparent  inconsistencies  were  very 
carefully  brought  to  its  attention  on  the  argument.  The  language  of  the 
opinion  seems  to  set  at  rest  all  further  question  and  to  finally  explain  the 
Grand  Trunk  decision.  The  case  is  all  the  more  decisive,  because  here  a 
taxing  statute  was  quite  apparently  passed  with  full  recognition  of  the 
decisions  of  the  courts  and  with  evident  intention  to  carefully  provide 
against  failure. 

The  general  result  of  an  examination  of  the  decisions  of  the  Supreme 
Court  of  the  United  States  in  the  cases  above  cited,  and  in  many  others, 
both  in  that  court  and  in  the  highest  courts  of  the  states,  appears, 
therefore,  to  clearly  indicate  that  in  the  absence  of  constitutional  prohibi- 
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tion,  a  statute  properly  drawn,  imposing  a  tax  at  a  given  rate  upon  the 
earnings  of  a  corporation,  as  an  exclusive  tax  and  in  lieu  of  all  other 
taxes  upon  the  property  of  the  corporation,  would  be  valid,  even  though 
the  tax  were  made  to  fall  upon  interstate  earnings,  as  well  as  upon  earn- 
ings derived  from  business  entirely  within  the  State. 

FROM  ADDRESS  BY  PROFESSOR  CARL  C.  PLEHN  DELIVERED  AT  FIRST 
CONFERENCE  OF  THE  NATIONAL  TAX  ASSOCIATION  HELD  AT 
COLUMBUS,   OHIO,    1907 

"  Shallow  as  are  in  point  of  fact  the  first  two  of  the  above-named 
current  objections  to  any  departure  from  the  general  property  tax, 
as  applied  to  public  service  corporations,  the  third  [unconstitutionality] 
is  merely  fallacious,  and  rests  upon  ignorance  of  the  principles  which 
guide  the  Supreme  Court.  Unless  there  is  a  deliberate  attempt  to 
limit  by  means  of  taxation,  the  free  interchange  of  products  between 
the  several  States,  the  Supreme  Court  of  the  United  States  has  never 
once  interfered  with  the  States  as  to  the  choice  of  the  form  of  taxa- 
tion for  corporations  engaged  in  interstate  traflfic.  But  on  account 
of  the  awe  in  which  our  Constitution  is  held,  ignorance  on  this  point 
is  very  potent.  A  few  years  ago,  Canada  sent  a  commission  to  this 
country  to  investigate  the  methods  in  vogue  for  the  taxation  of 
railroads.  That  commission  rendered  a  report,  which,  for  ability 
and  obvious  evidence  of  diligence,  is  not  easily  surpassed  among 
public  documents  dealing  with  taxation.  The  clear  vision  of  these 
commissioners  showed  them  the  fallacy  of  the  first  two  points  above 
referred  to,  but  so  current,  even  among  recognized  authorities  and 
among  our  leading  attorneys  with  whom  the  Canadians  conferred 
was  the  third  error,  that  this  sagacious  Commission  carried  away 
the  impression  that  any  method  of  taxation  other  than  the  property 
tax  was  unconstitutional  in  the  United  States,  as  applied  to  corpora- 
tions doing  an  interstate  business.  Yet  in  the  face  of  this  current 
legal  view  Justice  Holmes  in  voicing  a  unanimous  decision  of  the 
Supreme  Court  of  the  United  States,  a  decision  in  which  all  the  wis- 
dom of  that  court  on  this  point  for  a  century,  is  reviewed  and  sum- 
marized, brushes  aside  a  long  argument  with  the  curt  statement,  '  We 
need  say  but  a  word  in  answer  to  the  suggestion  [he  docs  not  dignify 
it  as  an  "objection"]  that  tliis  tax  [a  tax  based  on  gross  earnings] 
is  an  unconstitutional  interference  with  interstate  commerce.'  "  (191 
U.S.  379  at  p.  388.)  The  same  Court  had  previously  said  in  regard 
to  a  tax  on  the  property  and  franchises  of  a  corporation  engaged  in 
interstate  commerce,  the  tax  being  based  solel}'^  on  gross  earnings, 
"  that  a  tax  of  this  character  is  within  the  power  of  the  State  to 
levy,  there  can  be  no  question."  (Maine  v.  Grand  Trunk  Rv.  Co.,  142 
U.S.  217.) 

FROM   OPINION  IN  CORPORATION  TAX   CASES,  U.  S.  SUPREME   COURT, 
MARCH   13,   1911.      FLINT  V.  STONE-TRACY    CO.,  220  U.S.   107 

"  Nor  does  the  adoption  of  this  measure  of  the  amount  of  the  tax  do 
violence  to  the  rule  laid  down  in  Galveston,  HarrLsburg  &  San  Antonio 
Ry.  Co.  V.  Texas,  210  U.S.  217.     In  the  Galveston  case  it  was  held  that  a 


ASSESSMENT  OF  PUBLIC  SERVICE  CORPORATIONS    191 

tax  imposed  by  the  State  of  Texas,  equal  to  1  per  cent,  upon  the  gross 
receipts  'from  every  source  whatever'  of  hnes  of  raihoad  lying  wholly 
within  the  State,  was  invalid  as  an  attempt  to  tax  gross  receipts  de- 
rived from  the  carriage  of  passengers  and  freight  in  interstate  commerce, 
which  in  some  instances  was  much  the  larger  part  of  the  gross  receipts 
taxed.  This  Court  held  that  this  act  was  an  attempt  to  burden  com- 
merce among  the  States  and  the  fact  that  it  was  declared  to  be  '  equal  to ' 
1  per  cent  made  no  difference,  as  it  was  merely  an  effort  to  reach  gross 
receipts  by  a  tax  not  even  disguised  as  an  occupation  tax  and  in  no  wise 
helped  by  the  words  'equal  to.'  In  other  words,  the  tax  was  held  void, 
as  its  substance  and  manifest  intent  was  to  tax  interstate  commerce  as 
such. 

"It  is  therefore  well  settled  by  the  decisions  of  this  Court  that  when 
the  sovereign  authority  has  exercised  the  right  to  tax  a  legitimate  sub- 
ject of  taxation  as  an  exercise  of  a  franchise  or  a  privilege,  it  is  no  objec- 
tion that  the  measure  of  taxation  is  found  in  the  income  produced  in 
part  from  property  which,  of  itself  considered,  is  nontaxable.  Apply- 
ing that  doctrine  to  this  case,  the  measure  of  taxation  being  the  income 
of  the  corporation  from  all  sources,  as  that  is  but  the  measure  of  privi- 
lege tax  witliin  the  lawful  authority  of  Congress  to  enforce,  it  is  no  valid 
objection  that  this  measure  includes,  in  part,  at  least,  property  which  as 
such  could  not  be  directly  taxed.  See  in  this  connection,  Maine  v. 
Grand  Trunk  Ry.,  142  U.S.  217,  as  interpreted  [italics  not  in  opinion]  in 
Galveston,  Harrisbm-g  &  San  Antonio  Ry.  Co.  v.  Texas,  210  U.S.  217, 
226." 

[It  should  be  said  that  in  the  Texas  case  the  property  of  the  railroad 
was  taxed  under  other  acts.  It  was  not,  therefore,  a  "commutation" 
tax.  This  fact  serves  to  explain  the  reason  for  the  distinction  made,  and 
to  reconcile  the  opinion  in  the  Texas  case  with  that  in  the  Maine  case. 
In  the  latter  case  the  property  of  the  railroad  was  not  taxed  except 
through  the  gross  receipts.  —  A.  E.  H.] 


EXTRACT  FROM  WILLOUGHBY's    CONSTITUTIONAL    LAW,     1910,    VOL.   II, 

PAGE   723 

"From  the  foregoing  it  would  appear  that  the  law  with  reference  to 
the  state  taxation  of  the  gross  receipts  of  companies  doing  an  interstate 
commerce  business  is  not  in  as  definite  shape  as  might  be  desired.  One 
general  principle  may,  however,  be  deduced  from  all  the  cases.  This  is, 
that  a  state  tax  is  invalid  whatever  its  form,  if,  in  effect,  it  lays  a  direct 
burden  upon  interstate  commerce ;  and  that  conversely,  a  state  tax  is 
valid,  however  measured,  or  (if  we  follow  the  doctrine  of  Maine  v. 
Grand  Trunk  Ry.),  whatever  its  form,  which  may  be  fairly  held  to  be  a 
tax  on  the  property  of  the  company,  whether  tangible  or  intangible. 
The  tax  being  thus  valid,  if  valid  at  all,  only  as  a  property  tax,  and  its 
nonpayment  may  never  involve  a  forfeiture  of  the  right  of  the  company 
to  do  an  interstate  commerce  business.  The  doctrine  of  Maine  v. 
Grand  Trunk  Ry.  that  a  tax  measured  by  the  gross  receipts  may  be 
sustained  as  a  franchise  or  excise  tax  upon  the  right  of  the  company 
to  do  business  in  the  State  is  certainly  unsound,  and  is,  it  would  appear, 
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as  above  indicated,  so  recognized  in  Gal.,  H.  &  S.  A.  R.  R.  Co.  v. 
Texas. 

"  Perhaps  the  general  doctrine  which  we  have  been  considering  is  best 
stated  and  illustrated  in  Postal  Telegraph  Cable  Co.  v.  Adams  (155 
U.S.  688)  in  which  it  was  held  that  a  State  has  the  power  to  levy  on  a 
foreign  telegraph  company  doing  both  a  domestic  and  an  interstate 
business  a  franchise  tax,  the  amount  thereof  being  graduated  according 
to  the  value  of  the  property  within  the  State,  such  tax  being  in  lieu  of  all 
other  taxes.  Though  in  terms  a  franchise  tax,  the  tax  was  held  valid 
as,  in  fact,  taking  the  place  of  a  property  tax,  which,  of  course,  the  State 
might  constitutionally  levy." 


TAXATION    OF    RAILROADS    IN    THE    UNITED 

STATES 

By  Allen  Ripley  Foote 

President  National  Tax  Association 

President  Ohio  State  Board  of  Commerce,  Columbus,  0. 

PART  I 

INTRODUCTION 

1.  The  term  "railroad"  as  used  in  this  discussion  should  be 
construed  in  general  to  mean  and  include  all  public  service  cor- 
porations engaged  in  the  production  and  distribution  of  the 
means  of  producing  light,  heat,  and  power,  the  transmission  of 
intelligence,  or  the  transportation  of  persons  and  commodities. 
The  system  of  railroad  taxation  herein  considered  is  intended  to 
be  apphed  to  all  property  used  in  the  operation  of  the  road.  All 
detached  property  should  be  taxed  either  by  the  State  or  locally 
as  other  property  of  the  same  class  is  taxed, 

2.  Taxation  is  a  sovereign  power.  The  jurisdiction  of  a 
sovereign  over  a  subject  of  taxation  should  be  coterminous 
with  the  subject  so  that  the  same  subject  shall  not  be  taxed  by 
two  sovereigns  at  the  same  time. 

3.  All  public  service  corporations  should  be  taxed  as  a  unit  by 
a  state  tax  commission  or  other  state  taxing  authority,  although 
taxes  paid  by  local  public  service  utiUties  may  be  paid  to  the  lo- 
cal government.  This  is  necessary  in  order  to  establish  uniform- 
ity in  accounting  and  regulation. 

4.  The  interest  of  the  public  in  the  two  propositions,  "service 
charges"  and  "taxation"  is  as  97  to  3.  Information  sufficient 
in  detail  and  accurate  in  statement  for  the  purposes  of  intelhgent 
rate  or  service  charge  regulation  will  supply  all  the  information 
required  for  the  purposes  of  taxation.     As  the  greater  includes 
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the  lesser  purpose,  the  collection  of  information  for  the  pur- 
poses of  regulation  by  one  administrative  body  should  not  be 
duplicated  for  the  purposes  of  taxation  by  another  administra- 
tive body. 

5.  Laws  providing  for  the  taxation  of  railroads  should  require 
all  officials  charged  with  the  duty  of  administering  tax  laws  to 
utilize,  for  the  purposes  of  taxation,  the  information  acquired 
and  published  by  state  officials,  and  by  the  Interstate  Commerce 
Commission,  charged  with  the  duty  of  administering  laws  pro- 
viding for  the  regulation  of  public  service  corporations,  so  that 
there  can  be  no  duplication  of  expense  by  the  State,  or  by  the 
corporations,  for  securing  or  supplying  such  information,  nor 
any  variation  of  practice  in  the  manner  of  reporting  the  data, 
or  in  the  details,  classification,  and  grouping  of  the  data  required. 

6.  Railroads  should  be  taxed  on  one  basis  only,  by  one  method 
only,  and  by  only  one  taxing  authority.  Payment  should  be 
made  in  one  bill,  rendered  by  the  taxing  authority  by  which  they 
are  assessed,  so  that  the  records  of  such  taxing  authority  will 
show,  in  one  item,  the  full  amount  of  taxes  paid  for  all  purposes, 
under  every  provision  of  law,  by  each  public  service  corporation 
assessed  by  it,  and  the  publication  of  such  records  will  correctly 
inform  the  public  as  to  the  entire  amount  of  taxes  paid  by  such 
corporations. 

7.  High  taxes  and  low  service  charges  are  incompatible. 
High  taxes  make  high  service  charges  necessary.  Public  inter- 
est will  be  best  served  by  no  taxes,  or  low  taxes,  and  corre- 
spondingly low  service  charges.  Under  present  conditions,  on 
the  average  of  the  whole,  out  of  every  dollar  paid  for  service 
charges,  97  cents  is  compensation  for  services,  and  3  cents  is  for 
the  tax  collected  by  the  corporation  and  paid  to  the  taxing 
authority. 

8.  In  exacting  high  taxes,  assessed  by  expensive  methods,  leg- 
islators and  tax  administrators  pursue  a  policy  that  is  directly 
antagonistic  to  the  general  welfare.  Every  one  will  agree  that 
the  continuation  of  unnecessarily  expensive  methods  of  assess- 
ment and  collection  is  an  unjust  burden  both  upon  the  corpora- 
tion and  upon  all  who  use  the  service  taxed. 

9.  Railroads  should  not  be  involved  in  questions  pertaining 
to  the  policy  or  methods  by  which  the  taxes  they  pay  are  appor- 
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tioned  for  the  use  of  state  or  local  governments.  "No  attempt 
should  be  made  to  establish  a  distinct  local  situs,  for  the  purposes 
of  taxation,  for  an  arbitrarily  ascertained  part  of  a  logically  indi- 
visible organized  entirety  which  has  a  general  rather  than  a  dis- 
tinct local  situs."  (See  report  Wisconsin  Tax  Commission,  1910, 
page  56.) 

10.  "Whenever,  by  operation  of  law,  or  of  custom,  the  general 
property  of  a  State  is  assessed  at  any  percentage  less  than  full 
value,  all  property  assessed  on  an  ad  valorem  basis  should  be 
assessed  on  the  same  percentage  of  full  value."  (See  paper 
submitted  by  Mr.  Robert  H.  Shields,  Member  of  the  Michi- 
gan State  Tax  Commission,  to  the  Fourth  International  Con- 
ference on  State  and  Local  Taxation.  Proceedings  1910,  page 
240.) 

11.  This  is  the  practice  followed  by  tax  commissions  in  some 
States ;  it  is  required  by  law  in  several  States ;  it  has  been  en- 
forced by  the  courts  in  many  decisions. 

12.  In  its  report  on  "Tax  Legislation,  State  of  New  York, 
1911,  Second  Edition,  No.  515,"  the  New  York  Tax  Reform 
Association  says : 

"The  special  franchise  tax  law  of  1899  made  taxable  the  value 
of  the  privilege  of  maintaining  wires,  tracks,  pipes,  etc.,  in  public 
highways,  and  directed  the  State  Board  of  Tax  Commissioners 
to  assess  such  value  (together  with  the  value  of  the  tangible 
property),  and  to  certify  this  assessment  to  the  local  officials, 
who  placed  the  amount  on  the  tax  rolls,  to  be  taxed  in  the  same 
way  as  local  real  estate. 

13.  "The  courts  held  that  this  assessment  by  the  State  Board 
must  be  at  full  value  (because  of  the  language  of  the  statute), 
and  also  that  the  person  or  corporation  assessed  was  entitled  to 
have  the  amount  reduced  to  the  same  percentage  of  full  value  at 
which  ordinary  real  estate  was  assessed  by  the  local  assessors. 
But  neither  the  State  Board  nor  the  local  assessors  could  make 
the  reduction.  This  left  the  courts  as  the  only  competent  author- 
ity to  make  the  reduction.  The  original  assessment  was  placed 
on  the  rolls,  and  the  tax  levied  against  it ;  then  a  writ  of  certi- 
orari was  issued  and  both  the  assessment  and  the  tax  were  reduced, 
sometimes  25  or  50  per  cent.  This  procedure  was  tedious,  it  de- 
layed payment,  disorganized  local  finances,  and  placed  a  useless 
burden  on  the  courts,  the  taxpayers,  and  the  State  and  local  offi- 
cials who  had  to  answer  the  writs,  of  which  thousands  were  is- 
sued aimually.     Nor  did  the  general  public  know  how  much  tax 
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was  actually  paid,  as  only  the  original  assessments  were  pub- 
lished. 

14.  "The  amendments  [to  the  special  franchise  tax  law  of 
1899]  just  enacted  [1911]  provide  that  the  State  Board  of  Tax 
Commissioners  shall,  as  at  present,  determine  the  full  value  of  a 
special  franchise,  and  then  ascertain  the  ratio  to  full  value  at 
which  ordinary  real  estate  in  the  local  tax  district  is  assessed, 
and  'equaUze'  the  special  franchise  assessment  accordingly. 
This  'equahzed'  valuation  is  to  be  certified  to  the  local  officials 
as  the  actual  assessment  to  be  placed  on  the  local  rolls  and  taxed 
in  the  same  waj'-  as  other  property.  The  right  of  appeal  by 
certiorari  is  preserved,  but  this  change  in  the  law  will  make  ap- 
peals unnecessary  in  the  great  majority  of  cases." 

15.  Definite  rules  clearly  stated  for  determining  railroad  val- 
ues should  be  formulated  by  official  administrators  of  laws  provid- 
ing for  regulation,  and  the  same  rules  should  be  used  by  official 
administrators  of  laws  providing  for  taxation.  Copies  of  these 
rules  should  be  furnished  to  every  corporation  to  be  assessed  to 
enable  them  to  see  whether  such  rules  correctly  conform  to  the 
requirements  of  the  Constitution  and  laws  of  the  State ;  and 
the  elements  of  value  taken  into  consideration  are  properly 
classified  and  weighted ;  whether  the  same  elements  of  value  are 
considered  in  the  same  way  in  the  valuation  of  all  other  property 
to  which  they  are  applicable,  and  the  computations  by  which  the 
assessed  value  is  determined  have  been  correctly  made. 

15a.  Assessed  values  computed  by  identical  rules  applied  to 
an  agreed  statement  of  facts  should  be  identical  when  made  by 
state  tax  officials  and  by  corporation  tax  attorneys.  When  this 
is  accomplished  there  will  be  no  tax  cases  for  the  courts. 

16.  The  right  of  appeal  to  a  court  of  competent  jurisdiction 
should  be  secured  to  every  taxpayer.  An  arbitrary  determination 
of  values  for  one  means  an  arbitrary  determination  of  values  for 
all  others.  The  denial  of  the  right  to  appeal  to  a  court  of  com- 
petent jurisdiction  for  one  means  the  denial  of  this  right  for  all 
others.  Values  for  the  purposes  of  taxation,  by  whomever,  or 
however  determined,  for  which  the  right  of  a  court  review  is 
denied,  are  arbitrarily  fixed.  Such  an  exercise  of  arbitrary 
power  has  no  place  in  a  scheme  of  popular  representative  gov- 
ernment. 
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PART   II 

THE    GENERAL    PROPERTY    AD    VALOREM    BASIS    FOR    THE 
TAXATION    OF    RAILROADS 

1.  Ad  valorem  taxation  is  imposed  by  constitutional  provi- 
sions upon  the  legislatures  of  some  thirty-five  States,  requiring 
the  taxation  of  all  property  at  full  value.  In  these  States  a 
more  satisfactory  system  cannot  be  adopted,  no  matter  how 
much  it  may  be  wanted,  until  freedom  of  action  has  been  gained 
for  the  legislature  through  appropriate  constitutional  amend- 
ment. For  these  States  the  present-day  policy  must  be  to  devise 
ways  and  means  for  making  the  general  property  tax  as  workable 
and  just  as  possible. 

2.  The  ad  valorem  basis  of  taxation,  as  applied  under  author- 
ity of  the  general  property  tax,  recjuires  a  complete  valuation  of 
all  property  at  stated  intervals.  Methods  for  making  this 
valuation  are  not  the  same  in  any  two  States.  No  method 
adopted  has  been  administered  to  the  satisfaction  of  the  people. 
The  inconsistent,  unscientific,  uneconomical,  and  unjust  provi- 
sions found  in  laws  for  the  taxation  of  all  propert}^  add  many 
varied  details  to  a  naturally  difficult  problem.  A  satisfactory 
solution  of  this  problem  can  be  found  only  by  dealing  with  it 
as  an  economic,  not  as  a  poHtical,  proposition. 

3.  Taxpayers  must  be  made  to  reahze  that  it  is  possible  to 
establish  justice  in  taxation.  They  must  know  that  the  reason 
there  is  injustice  in  the  systems  by  which  they  are  taxed  is  be- 
cause they  have  left  the  formulation  and  development  of  these 
systems,  if  they  can  be  classed  as  systems,  to  politicians,  instead 
of  economists  and  accountants,  and  because  they  have  not 
given  sufficient  personal  attention  to  the  subject  to  enable  them 
to  make  an  intelligent  demand  for  the  adoption  of  propositions 
based  on  careful  investigations  and  experience,  formulated  for 
the  sole  purpose  of  establishing  justice  in  taxation. 

4.  I  affirm  that  under  any  ad  valorem  system  it  is  easier  to 
establish  justice  in  taxation  with  a  thoroughly  competent  ad- 
ministrative organization  operating  under  a  bad  law  than  it  is 
to  accomplish  this  result  with  an  incompetent  administrative 
organization  operating  under  the  best  law  that  can  be  enacted. 
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This  is  true  because  the  law  deals  with  values,  not  concrete  facts. 
Value  is,  and  must  alwaj'^s  be,  only  an  expression  of  opinion. 
After  using  all  the  mathematical  rules  for  determining  values 
that  have  been  or  can  be  devised,  there  will  remain  a  large  margin 
of  things  that  must  be  considered  and  done,  uncovered  by  fixed 
rules,  the  intelligent  doing  of  which  is  dependent  upon  the  exer- 
cise of  judicial  discretion  on  the  part  of  the  taxing  official.  This 
is  why  there  is  such  a  strenuous  search  for  mathematical  rules 
for  determining  values  and  why  there  is  such  a  peremptory  de- 
mand for  abihty,  experience,  and  masterful  supervision  in  all 
taxation  administrative  work. 

5.  Mr.  Robert  H.  Shields,  Member  of  the  Michigan  State  Tax 
Commission,  says  (see  proceedings  Fourth  International  Con- 
ference on  State  and  Local  Taxation,  page  240) : 

5a.  "To  remove  inequalities  in  the  assessment  of  all  property 
taxable  on  an  ad  valorem  basis,  the  text  of  the  laws  and  the  meth- 
ods of  their  administration  should  be  improved  so  as  to  require 
the  use  of  uniform  tables,  rules  and  directions  by  all  local  asses- 
sors and  boards  of  review  or  equalization,  with  the  view  of  mak- 
ing assessment  work  more  accurate,  economical,  and  uniform 
throughout  the  State. 

56.  "Effort  should  be  directed  to  the  reduction  of  all  ad 
valorem  tax  rates  to  the  lowest  practicable  limit,  bj''  securing 
assessment  of  all  property  at  full  value,  and  by  hmiting  public 
expenditures  to  the  actual  requirements  of  the  government  when 
economically  administered." 

6.  Under  the  ad  valorem  system,  the  total  valuation  and  the 
total  amount  of  revenue  required  determine  the  tax  rate.  The 
valuation  of  his  property,  and  the  tax  rate,  determine  the  amount 
of  taxes  each  taxpayer  must  pay.  When  all  property  is  listed 
for  taxation  at  full  value,  the  tax  rate,  all  other  conditions  re- 
maining unchanged,  will  be  as  low  as  it  can  be  made.  The  only 
thing  gained  by  undervaluation  is  an  extra  computation  and  a 
high  tax  rate. 

7.  The  just  ad  valorem  taxation  of  railroads  requires  the  just 
ad  valorem  taxation  of  all  property.  The  requirements  of  laws, 
the  correctness  of  rules,  and  the  efficiency  of  the  administrative 
machinery  must  be  identical  for  all  classes  of  taxpayers.  To 
secure  justice  in  taxation  for  themselves,  the  whole  body  of 
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taxpayers,  and  railroad  taxpayers  as  a  class,  must  cooperate 
with  each  other  to  develop,  establish,  and  maintain  a  just  sys- 
tem of  valuations  for  the  purposes  of  taxation. 

8.  A  constitutional  requirement  that  all  property  must  be 
assessed  for  taxation  by  a  uniform  rule,  at  its  true  value  in 
money,  as  is  the  case  in  Ohio  and  many  other  States,  limits  the 
freedom  of  legislatures  and  narrows  the  judicial  discretion  of 
tax  assessors  to  the  consideration  of  but  one  basis  of  valuation, — 
price  value,  —  which  may  be  determined  by  market  value,  sales  value, 
or  inventory  value.  It  is  not  possible  to  comply  with  this  require- 
ment unless  "price  value"  is  construed  to  mean  the  price  at  which 
the  property  being  appraised  for  assessment  would  reasonably  bring 
in  an  ordinary  transaction  of  an  unforced  purchase  and  sale. 
This  construction  excludes  from  consideration,  as  determining 
factors,  the  cost  of  the  property  to  its  owner ;  the  cost  of  dupli- 
cating it  in  its  present  or  any  other  condition,  and  its  earning 
capacity.  All  of  these  considerations  are  elements  of  price  value. 
Such  a  value  cannot  be  determined  by  any  one  of  them.  It  also 
excludes  from  valuation  by  the  market  or  sales  value  all  property 
for  which  there  is  no  unforced  buying  and  selling  in  ordinary 
business  transactions. 

9.  There  are  probably  as  many  different  rules  or  methods  for 
determining  values  for  the  purposes  of  taxation  as  there  are 
States  in  the  Union.  For  a  large  class  of  property  market  prices 
are  considered  a  reliable  index  of  value, 

9a.  To  establish  market  prices,  commodities  must  be  freely 
offered  in  lots  of  varying  quantities,  or  under  conditions  per- 
mitting free  subdivision  to  comply  with  the  varying  demands  of 
buyer  and  seller,  and  there  must  be  competitive  bids  and  offers 
from  a  number  of  buyers  and  sellers  competent  to  fulfill  their 
contracts. 

96.    The  elements  that  enter  into  a  market  price  are  : 

a.  Available  supply. 

b.  Conditions  of  delivery  and  terms  of  payment. 

c.  Purpose  of  purchase. 

d.  Necessities  of  buyers. 

e.  Necessities  of  sellers. 

The  range  of  the  market  is  narrowed  by  the  infrequency  of  a 
demand  for  the  commodity  sold ;    by  the  indivisible  bulk  of  a 
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commodity,  and  the  amomat  of  the  price  that  must  be  paid  in 
settlement  for  a  single  purchase.  For  these  reasons,  property 
for  which  there  is  an  infrequent  demand,  that  is,  of  great  indi- 
visible bulk  requiring  a  very  large  amount  of  money  for  its  pur- 
chase, cannot  have  any  market  price  or  value. 

10.  "Sales  price  values "  is  a  term  usually  applied  to  property 
the  transfers  of  which  are  acknowledged  by  the  execution  of 
legal  documents  to  be  recorded  as  evidence  of  the  transfer  of 
title  from  seller  to  buyer.  In  making  valuations  on  this  basis 
the  assessor  has  two  guides : 

10a.    1.    The  sales  value  of  all  property  for  which  records  are 
kept  disclosing  true  sales  prices. 

106.    2.    His  own  judgment. 
The  first  guide  will  serve  him  in  valuing  real  estate  and  those 
commodities  of  commerce  for  which  he  can  find  records  of  sales 
in  market  reports. 

10c.  The  second  guide  makes  the  valuations  determined  by 
him  an  expression  of  his  opinion,  pure  fabrications  of  his  imagi- 
nation. 

11.  There  can  be  no  such  thing  as  a  market  or  sales  price 
value  for  railroads.  Shares  in  their  ownership  are  usually  di- 
vided into  one  hundred  dollar  certificates.  The  prices  at  which 
these  certificates  are  sold  at  private  sale,  or  in  stock  markets,  do 
not  furnish  an  index  to  the  market  price  of  the  railroad  system 
by  which  they  are  issued  any  more  than  the  price  at  which  one 
brick  may  be  sold  would  establish  a  market  price  for  a  modern 
skyscraper  office  building.  If  railroads  are  to  be  taxed  as  an 
indivisible  unit,  they  must  be  valued  as  an  indivisible  unit. 

12.  Inventory  price  value  is  practically  the  only  basis  that  can 
be  constitutionally  used  in  States  having  constitutional  provi- 
sions requiring  the  taxation  of  all  property  by  a  uniform  rule,  as 
in  Ohio.  All  property  has  an  inventory  value,  but  large  classes 
of  property  have  no  established  market  or  sales  value,  nor  any 
earning  capacity.  In  fixing  an  inventory  value  for  any  kind  of 
property,  every  element  of  value  can  be  taken  into  considera- 
tion. 

13.  The  rule  of  inventory  price  value  is  the  only  uniform  rule 
that  can  be  applied  to  the  valuation  of  all  property.  The  application 
of  a  uniform  rule  requires  that  every  element  of  value  considered 
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in  valuing  one  class  of  property  shall  be  considered  in  valuing 
all  other  classes  of  property  in  so  far  as  any  such  element  of 
value  has  any  existence  or  influence  in  the  value  of  any  property 
being  assessed  for  taxation.  If  the  elements  of  "good  will," 
"corporate  excess,"  or  "franchise value"  are  taken  into  consider- 
ation in  determining  the  inventory  price  value  of  one  class  of 
property,  under  the  requirements  of  the  uniform  rule  they  must 
be  taken  into  consideration  for  the  valuation  of  all  classes  of 
property.  If  this  is  not  done,  the  general  property  tax  cannot 
be  constitutionally  nor  justly  administered. 

14.  Since  there  can  be  no  market  or  sales  price  value  basis  for 
the  valuation  of  railroad  systems,  different  methods  have  been 
adopted  by  the  several  States  in  their  attempts  to  find  a  satis- 
factory solution  for  the  problem  how  to  apply  an  ad  valorem  tax 
to  railroad  property  under  the  requirements  of  a  uniform  rule 
apphcable  to  the  taxation  of  all  property.  To  accomplish  this, 
every  State  attempting  to  apply  an  ad  valorem  tax  to  railroads 
has  been  obhgcd  to  make  a  more  or  less  imperfect  use  of  the  in- 
ventory price  value  basis.  It  is  obvious  that  this  basis  cannot 
be  reliable  if  established  by  any  method  of  estimating  values, 
and  that  if  so  established,  it  is  not  done  in  conformity  with  the 
requirements  of  a  uniform  rule  unless  the  value  of  all  other  prop- 
erty is  estimated  in  identically  the  same  way.  This  is  also 
true  if  the  inventory  price  basis  is  established  by  an  actual 
physical  inventory,  unless  the  value  of  all  property  is  estab- 
hshed  in  the  same  way. 

15.  Three  States  have,  within  comparatively  recent  years, 
attempted  to  establish  an  inventory  price  value  as  a  basis  for 
the  ad  valorem  taxation  of  railroads.  In  each  case  the  ex-pense, 
the  time  required,  and  the  inconclusive  results  have  demonstrated 
the  impracticabihty  of  this  method.  In  support  of  this  state- 
ment I  supply  an  appendix  to  this  paper  giving  extracts  from 
papers,  letters,  and  official  reports  showing  the  experience  of 
Michigan,  Wisconsin,  and  New  Jersey  in  this  behalf. 

15a.  A  method  of  valuation  that  requires  from  one  to  one 
and  one  half  years  for  its  completion  and  imposes  an  expense 
of  from  seventy-five  thousand  to  one  hundred  and  fifty  thousand 
dollars  on  the  State,  and  presumably  an  equal  expense  on  the 
corporations  in  interest,  cannot  be  shown  to  be  a  practical 
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method  for  the  valuation  of  property  for  the  purposes  of  levy- 
ing an  annual  tax.  In  addition  to  this,  the  fact  that  changes  in 
conditions,  and  in  market  values  of  the  physical  elements  enter- 
ing into  the  inventory  during  the  period  of  time  required  from 
its  beginning  to  its  completion,  render  the  values  as  finally  fixed 
no  more  reliable  than  those  determined  by  estimates,  demon- 
strates the  unreliability  of  the  method.  Judged  by  these  tests, 
this  method  must  be  discarded. 

16.  For  the  reasons  stated,  and  on  the  evidence  herewith  sub- 
mitted, I  affirm  that  the  general  property  ad  valorem  basis  is 
not  a  practicable  nor  a  just  basis  for  the  taxation  of  railroads. 


PART  III 

A  FLAT  RATE  TAX  ON  GROSS  OPERATING  REVENUE  PLUS  A  DIF- 
FERENTIAL ON  MARGIN  BETWEEN  OPERATING  REVENUE  AND 
OPERATING    EXPENSES,    IN    LIEU    OF    ALL    OTHER    TAXES 

1.  I  propose  the  adoption  of  a  flat  rate  tax  on  gross  operating 
revenue,  plus  a  differential  on  the  margin  of  difference  between 
operating  revenue  and  operating  expenses,  as  a  substitute  for  all 
ad  valorem,  excise,  franchise,  and  all  other  taxes  of  every  kind 
however  levied  on  railroads,  such  tax  to  be  levied  and  collected 
by  the  State. 

2.  My  purpose  is  to  establish  a  basis  for  the  taxation  of  rail- 
roads the  data  for  which  is  supplied  by  the  information  acquired 
for  the  purposes  of  regulation,  and  to  establish  a  rule  and  rates 
by  which  the  amount  of  the  tax  can  be  accurately  determined  by 
a  mathematical  computation.  It  is  not  my  purpose  materially 
to  increase  or  decrease  the  total  amount  of  taxes  as  now  paid  in 
any  State. 

3.  By  using  the  basis  and  rule  I  propose,  any  State  can  levy 
and  collect  railroad  taxes  practically  without  expense  to  the 
State  or  to  the  corporations. 

4.  The  importance  of  economy  and  efficiency  in  levying  and 
collecting  taxes  is  clearly  stated  by  Professor  Henry  C.  Adams 
in  his  book  entitled  "Finance."  On  page  94,  Professor  Adams 
says : 
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4a.  "While  it  is  true  that  pubHc  expenditures  have  continu- 
ously expanded,  it  is  not  true  that  they  have  become  corre- 
spondingly more  burdensome  ;  and  should  the  financier  discover 
that  the  fiscal  system  rests  with  ever  increasing  weight  on  in- 
dustry as  time  goes  on,  he  must  look  for  an  explanation  of  so 
culpable  a  result  to  the  structure  of  the  system  and  to  the  manner 
in  which  it  makes  appeal  to  the  citizen  for  payment  rather  than 
to  the  amount  it  demands.  This  remark  cannot  be  construed  as 
in  any  sense  an  apology  for  unnecessary  expenditure.  It  is  no 
excuse  for  lavish  appropriations  that  the  government  leaves  rela- 
tively more  in  the  hands  of  the  people  each  year  than  it  takes 
from  them.  It  does,  however,  direct  attention  to  the  truth, 
too  frequently  overlooked,  that  the  burden  of  the  fiscal  system  lies 
rather  in  the  rules  adopted  for  collecting  revenue  than  in  the  amount 
of  revenue  collected;  a  truth  of  special  pertinence  to  the  fiscal 
conditions  of  the  States,  municipalities,  and  minor  civil  divisions 
in  this  country." 

5.  Great  as  the  importance  of  economy  in  administration  un- 
questionably is,  the  importance  of  the  justice  of  the  principle 
involved  carries  still  greater  weight.  The  application  of  the 
flat  rate  applies  the  principle  of  the  general  property  tax  which 
requires  that  all  property  should  be  taxed  regardless  of  its  earn- 
ings. The  appHcation  of  the  differential  applies  the  principle  of 
the  income  tax  which  requires  that  all  persons  should  be  taxed 
according  to  their  ability  to  pay;  it  also  measures  accurately 
the  advantages  of  favorable  locations  and  special  privileges. 

6.  In  addition  to  the  advantages  found  in  the  economy  and 
the  justice  of  the  rule  proposed,  there  is  a  paramount  advantage 
in  making  the  tax  a  component  part  of  the  service  charge.  Under 
the  rule  proposed  whenever  a  service  rate  is  under  consideration 
the  part  of  the  rate  that  is  compensation  for  service  and  the  part 
that  is  for  the  pajmient  of  taxes  will  be  exactly  and  promptly 
known.  When  the  general  public  sees,  as  clearly  as  can  be  shown 
under  the  application  of  the  proposed  rule,  that  high  taxes  must 
mean  high  service  charges,  and  realizes,  as  must  be  realized 
under  these  conditions,  that  the  public  interest  in  a  service 
charge  is  97  per  cent  service  and  3  per  cent  taxes,  the  strangling 
effect  of  high  railroad  taxes  on  the  general  prosperity  of  the 
country  will  be  understood.  When  this  is  understood  as  it  should 
be,  the  policy  being  pursued  by  some  legislators  and  tax  adminis- 
trators of  making  the  tax  burden  placed  on  railroads  as  heavy  as 
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possible  will  be  seen  to  be  a  wrong  public  policy.  When  so 
recognized,  this  policy  will  be  abandoned  and  a  correct  public 
policy  will  be  adopted. 

7.  The  advantages  of  the  proposed  rule  are  : 

1.  Economy  in  administration. 

2.  Justice  to  the  taxpayer. 

3.  The  adoption  of  a  correct  public  policy. 

8.  As  a  result  of  several  years  of  study  and  many  compre- 
hensive computations,  I  am  able  to  state  my  proposition  in  the 
following  formula : 

1.  Assess  a  flat  rate  of  2  per  cent  on  the  gross  operating  revenue 
of  all  corporations  regardless  of  the  margin  of  difference  between  their 
total  revenue  and  their  total  operating  expenses,  this  rate  to  be  paid 
by  all  corporations  whose  operating  expenses  are  90  per  cent  or 
more  of  their  operating  revenue. 

2.  Add  a  differential  of  xV  of  1  V^'"'  cent  compiited  on  each  1  per 
cent  increase  in  the  margin  of  difference  between  total  revenue  and 
total  operating  expenses  in  excess  of  10  per  cent. 

hawtrey's  short  formula 

I  am  indebted  to  Mr.  R.  C.  Hawtrey,  representing  His  Majes- 
ty's Treasury,  Whitehall,  England,  for  the  following  short  for- 
mula : 

To  ascertain  amount  of  taxes  to  be  paid  on  the  basis  proposed 
by  Mr.  Foote,  —  2  per  cent  flat  rate  and  differential  of  yV  of 
1  per  cent,  — 

Provided  operating  expenses  plus  Taxes  are  less  than  90  per 
cent  of  Total  Operating  Revenues  plus  Revenues  of  Outside 
Operations. 

Take  7f  per  cent  of  Total  Operating  Revenues  and  deduct  from 
this  amount  6^  per  cent  of  Total  Operating  Expenses.  The  sum 
thus  obtained  v/ill  represent  the  amount  of  taxes  to  be  paid. 

EXAMPLE 

System  No.  1,  Printed  Table 

Total  operating  revenues  $86,971,313.00 

Take  7f%  =  $0,631,562.62 

Total  operating  expenses  $59,395,300.56 

Take  6i%=  3,712,206.29 

Total  taxes  to  be  paid,  Mr.  Foote's  plan  $2,919,356.33 
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Tlip  difference  between  this  result  and  the  result  shown  in  the 
printed  table  is  caused  by  the  dropping  of  the  fractional  part  of  a 
per  cent  of  the  "Ratio  of  Operating  Expenses  plus  Taxes,  to 
Operating  Revenues." 

By  using  Mr.  Hawtrey's  formula  the  computation  is  shortened, 
and  the  result  obtained  is  absolutely  accurate  because  it  uses  the 
full  amount  of  the  actual  figures,  losing  nothing  by  dropping  a 
fractional  part  of  a  per  cent. 

9.  I  supply,  in  the  appendix  to  this  paper,  a  table  showing  the 
combined  tax  rate  for  all  margins  of  difference  between  total 
revenue  and  total  operating  expenses  from  10  to  50  per  cent. 

10.  My  first  computations  were  made  in  1907  and  apphed  to 
13  public  service  corporations  operating  in  Ohio.  The  totals  of 
the  table  compiled  from  these  computations  are  as  follows  : 

Gross  earnings $47,232,752 

Ratio  of  operating  expenses  to  gross  earnings    .     .  70.56% 

Taxes  paid 81,492,412 

Per  cent  on  gross  earnings  of  taxes  paid  ....  3.16% 

Taxes  Foote's  formula 81,535,064 

Per  cent  on  gross  earnings  of  taxes,  Foote's  formula  3.25% 
Taxes  paid  for  four  years  and  per  cent  of  taxes  paid 
on  gross  earnings : 


1904 
1905 
1906 
1907 


81,220,618 
1,262,659 
1,349,274 
1,492,412 


% 


3.61 
3.50 
3.24 
3.16 


Gross  earnings  used  in  these  computations  were  taken  from  re- 
ports made  to  the  State  for  the  payment  of  the  state  franchise 
tax  of  1  per  cent  levied  on  gross  earnings. 

11.  The  second  computation  was  made  for  the  year  ending 
June  30,  1908,  by  the  Interstate  Commerce  Commission,  at  my 
request,  covering  75  railroad  systems.  The  totals  of  the  table 
compiled  from  these  computations  are  as  follows  : 

Mileage 176,222.06 

Operating;  revenue 82,092,562,303.80 

Operating  expenses  and  taxes $1,458,408,605.68 
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Ratio  of  operating  expenses  and  taxes  to  oper- 
ating revenue    73.12% 

Taxes  paid $72,726,029.92 

Taxes  Foote's  formula $64,536,853.09 

Per  cent  on  operating  revenue  of  taxes  paid  .  3.475  % 
Per   cent  on  operating  revenue   of  taxes, 

Foote's  formula 3.084% 

Taxes  paid  per  mile $412.69 

Taxes  per  mile,  Foote's  formula     ....  $366.22 

It  will  be  observed  that  "taxes  paid"  are  included  with  "operat- 
ing expenses"  in  these  computations. 

12.  The  third  computation  was  made  for  the  year  ending 
June  30,  1910,  by  the  Interstate  Commerce  Commission,  at  my 
request,  covering  73  railroad  systems.  The  totals  of  the  table 
compiled  from  these  computations  are  as  follows  : 

Mileage  operated,  single  track,  June  30,  1910  295,445.58 

Operating  revenues  plus  revenues  of  outside 

operations $2,379,185,280.27 

Operating  expenses  plus  expenses  of  outside 

operations $1,598,665,454.71 

Taxes  accrued  charged  to  income     ....        $88,687,955.86 

Total  expenses  and  taxes $1,687,353,410.57 

Ratio  of  operating  expenses  plus  taxes  to  op- 
erating revenue 71.34% 

Estimated  amount  of  taxes  according  to  basis 
proposed  by  Allen  R.  Foote,  —  flat  rate 
2  per  cent  plus  differential  ^V  of  1  psr 
cent $76,710,233.00 

Per  cent  on  operating  revenue  of  taxes  ac- 
crued and  charged  to  income     ....  3.727  % 

Per   cent    on   operating   revenue    of    taxes, 

Foote's  formula 3.224  % 

Taxes  accrued   and  charged  to  income  per 

mile $300.18 

Estimated  amount  of  taxes,  per  mile,  Foote's 

formula $259.64 

This  table  also  shows,  for  each  railroad  system,  the  statistics 
given  per  mile  of  road  operated. 

I  shall  be  glad  to  furnish  printed  copies  of  this  table,  without 
charge,  on  request. 

13.  In  applying  mj^  formula  to  the  problem  of  state  taxation, 
I  recommend  that  the  basis  for  the  State  be  computed  from  the 
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reports  made  to  the  Interstate  Commerce  Commission,  making 
the  apportionment  on  the  basis  of  average  of  totals  per  mileage 
of  track  operated  by  the  system,  multiplied  by  the  mileage  of 
track  operated  by  the  system  in  the  State. 

14.  This  formula  can  be  adjusted  to  local  conditions  for  any 
State  by  increasing  or  decreasing  the  flat  rate,  or  by  increasing 
or  decreasing  the  differential,  so  that  the  result  of  its  application 
will  be  a  total  tax  not  materially  greater  or  less  than  the  total  tax 
now  collected  by  the  State.  As  the  principle  of  the  income  tax 
apphed  in  the  differential  is  more  just  than  the  principle  of  the 
general  property  tax  applied  in  the  flat  rate,  any  increase  should 
be  made  by  increasing  the  differential,  and  any  decrease  should 
be  made  by  decreasing  the  flat  rate. 

15.  Following  these  recommendations,  I  have  compiled  two 
tables  to  applj'  this  formula  to  the  State  of  Virginia,  on  the  basis 
of  the  data  furnished  in  the  table  for  the  United  States,  1910. 
Eleven  railroads  are  covered  by  these  tables.  Table  No.  1 
applies  the  formula  precisely  as  it  is  used  in  the  table  for  the 
United  States.     The  totals  are  as  follows  : 

iMiles  in  State 3,787.27 

Operating  revenue  in  State $46,722,437.72 

Taxes  paid  for  1910 11,537,997.89 

Estimated    amount    of    taxes    according    to 
Foote's  formula,  —  flat  rate  2  per  cent, 

differential  tV  of  1  per  cent      ....  $1,761,394.41 

Operating  revenue  per  mile  operated      .     .     .  $12,336.70  + 

Taxes  paid,  per  mile  operated $406.09  + 

Estimated  taxes,  per  mile  operated,  Foote's 

formula $465.08  + 

15a.  In  table  No.  2,  an  adjustment  is  made  to  reduce  the 
total  estimated  tax  to  the  amount  of  taxes  paid  in  1910.  This 
adjustment  is  made  by  reducing  the  flat  rate  from  2  per  cent  to 
H  per  cent.     The  totals  are  as  follows : 

Miles  in  State 3,787.27 

Operating  revenue  in  State $46,722,437.72 

Taxes  paid  for  1910 $1,537,997.89 

Estimated  amount  of  taxes  according  to  Foote's 
formula, —  flat  rate  l^per  cent,  differential 

tV  of  1  per  cent  .     ^ $1,527,792.41 
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Operating  revenue  per  mile  operated     .     .     .  $12,336.70  + 

Taxes  paid,  per  mile  operated $406.09  + 

Estimated  taxes,  per  mile  operated,  Foote's 

formula $403.66  + 


This  adjustment  is  sufficiently  close  for  practical  purposes. 

16.  All  of  these  tables  show  great  inequalities  as  between 
systems  and  as  between  railroads.  To  discover  the  cause  of 
these  inequalities  will  be  profitable  work  for  members  of  state 
tax  commissions  and  railroad  tax  agents.  Search  may  be 
made  in  two  directions : 

16a.    1.   Unequal  assessment  of  the  general  property  tax. 

166.  2.  Lack  of  uniformity  in  reporting  mileage,  operating 
revenue,  operating  expenses,  taxes  accrued  and  charged  to  in- 
come. 

16c.  If  the  comparisons  made  in  these  tables  stimulate  and 
guide  effort  to  secure  uniformity  in  these  particulars,  they  will 
serve  a  useful  purpose. 

17.  A  search  for  the  causes  of  these  inequalities  will  lead  to 
an  appreciation  of  the  great  value  inherent  in  stability  of  tax 
rates  for  state  governments  and  for  railroads,  which  will  permit 
accurate  estimates  of  revenue  on  the  one  hand  and  accurate 
estimates  of  expenses  on  the  other  hand.  The  function  of  the 
general  property  tax  to  serve  as  a  deficiency  tax  renders  stability 
of  rates  impossible  for  that  form  of  taxation. 

18.  The  application  of  the  principle  of  the  income  tax  has 
the  merit  of  causing  state  revenues,  and,  correspondingly,  the 
tax  expense  of  railroads  to  increase  or  decrease  with  the  expan- 
sion or  contraction  of  the  general  business  of  the  State.  This 
will  guide  legislators  in  their  duties  to  conserve  and  promote  the 
general  welfare. 

19.  The  adoption  of  the  principle  of  the  net  income  tax  re- 
quires an  absolutely  scientific  cost  statement  covering  every  item 
that  should  be  included  in  operating  expenses.  The  entire 
expense  of  a  corporation  must  be  itemized  and  apportioned  so 
that  the  accounts  will  be  safe  guides  for  the  management  of 
the  business  as  to  economic  efficiency,  and  for  regulation  as  to 
service  charges.  In  general  business,  the  real  trouble  maker 
is  the  person,  partnership,  or  corporation  who  is  misled  by  inac- 
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curate  accounts  that  do  not  bring  clearly  into  view  every  item  of 
expense.  Almost  invariably  such  inaccuracies  tend  to  an  under- 
estimate of  cost.  This  is  the  chief  cause  of  unprofitable  business 
and  of  failures.  It  is  the  chief  cause  of  inefficient  manage- 
ment of  public  business  and  the  persistency  of  unsound  public 
policies. 

20.  In  my  judgment,  unreliable  statistics,  caused  by  inac- 
curate accounting,  were  the  real  cause  of  the  abandonment  of 
the  gross  earnings  tax  for  railroads  by  States  where  such  a  change 
has  been  made. 

21.  An  accurate  system  of  accounting  is  as  essential  under 
the  general  property  tax  as  under  the  net  earnings  tax.  The 
real  truth  is,  it  is  impossible  to  administer  the  general  property 
tax  without  using  earning  capacity  as  a  dominant  factor  in  de- 
termining values. 

21a.  The  Wisconsin  Tax  Commission  in  its  report,  1910,  on 
page  53,  says : 

"As  to  nearly  all  such  properties  their  capacity  to  produce  in- 
come will  ordinarily  be  the  dominant  factor  in  ascertaining  values, 
and  for  this  reason  taxation  according  to  value  would  not  be  far 
different  in  results  from  taxation  based  directly  upon  income,  un- 
less, in  pursuing  the  latter  method  an  arbitrary  income  tax  rate 
should  be  adopted  not  well  calculated  to  produce  revenue  sub- 
stantially equal  to  that  required  from  general  property  of  equal 
capital  value." 

22.  An  accurate  cost  statement  must  contain  a  correct  ap- 
portionment of  all  overhead  expenses;  interest  on  share- 
holders' capital  at  the  rate  paid  on  bondholders'  capital ;  a  safe 
estimate  to  cover  costs  of  depreciation ;  all  taxes  and  insurance 
expenses  and  all  other  costs  of  management  and  operation.  I 
am  unable  to  refer  to  any  example  where  a  cost  statement  con- 
taining all  of  the  elements  of  cost  here  enumerated  is  in  practical 
use  either  in  private  business  or  in  systems  of  public  accounting. 
A  change  in  the  ratio  of  operating  expenses  plus  taxes  to  operat- 
ing revenue,  caused  by  the  use  of  this  cost  statement,  may  be  of 
sufficient  importance  to  require  a  change,  either  in  the  fiat  rate 
or  in  the  differential,  to  adjust  the  amount  of  the  tax  to  be  paid 
to  the  amount  paid  under  other  methods  of  assessment. 

23.  Profit  is  the  product  of  risk  and  efficient  management. 
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The  margin  of  profit  cannot  be  shown  until  capital,  both  share- 
holders' and  bondholders'  capital,  has  received  the  rate  of  inter- 
est paid  on  secured  debts.  When  no  more  than  this  has  been 
made,  nothing  has  been  made  as  compensation  for  risk  and  for 
ability  employed  in  management.  The  owner  of  secured  debts, 
speaking  broadly,  takes  no  risk,  nor  does  he  perform  any  service 
contributory  to  efficient  management.  To  avoid  these  factors 
in  the  business  problem  is  the  precise  reason  why  he  elects  to 
become  a  bondholder  rather  than  a  shareholder.  And  to  secure 
the  benefits  that  may  be  derived  from  assuming  responsibility 
for  these  factors,  is  the  inducement  that  causes  the  owner  of 
shares  to  become  a  shareholder.  When  the  shareholder  receives 
no  more  than  the  bondholder,  he  has  received  no  compensation 
for  the  risk  he  has  assumed,  nor  has  he  been  compensated  for 
responsibility  of  management.  Sound  management  requires 
that  earnings  shall  be  sufficient  to  pay  interest  on  shareholders' 
capital  at  the  same  rate  paid  on  bondholders'  capital,  and  in 
addition  to  this,  a  reasonable  profit.  The  inclusion  of  this 
interest  in  operating  expenses  is  a  necessary  and  important  item 
in  determining  the  margin  of  difference  between  operating  revenue 
and  operating  expenses  on  which  the  net  income  differential  is 
based. 

24.  Strictly  speaking,  the  apportionment  of  revenues  derived 
from  railroad  taxation  is  not  pertinent  to  the  subject  of 
Railroad  Taxation.  The  interest  of  the  railroad  ends  when  the 
tax  bill  is  paid.  What  disposition  the  State  makes  of  the  money 
can  have  no  interest  for  the  taxpayer  except  as  it  may  affect 
him  as  a  citizen  interested  in  the  general  policy  of  the  State. 
But,  unfortunately,  this  problem  is  added  to  the  problem  of 
railroad  taxation  by  the  amazing  demand  that  railroads  shall 
be  valued  as  an  indivisible  unit,  and  then,  that  they  shall  pro- 
ceed to  divide  themselves  into  inches,  so  to  speak,  for  assess- 
ment at  local  rates  by  every  fencing  district,  drainage  district, 
school  district,  township,  village,  city,  and  county  in  which  they 
have  mileage.  This  is  the  most  absurd  thing  of  which  I  have 
knowledge,  that  is  done  in  the  name  of  just  taxation.  The  bur- 
den of  detail  and  expense  imposed  on  railroads  by  this  system  is 
inexcusable.  If  such  work  must  be  done,  the  State  should  do  it 
and  not  include  it  in  the  returns  required  from  railroads. 
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24a.  The  Wisconsin  Tax  Commission  in  its  report,  1910,  on 
page  56,  says : 

"It  seems  impossible  to  devise  a  certain  and  definite  rule  for 
apportionment  which  will  produce  equitable  and  satisfactory 
results  in  the  great  variety  of  conditions  to  be  dealt  with.  Some 
element  of  elasticity  to  meet  varying  conditions  seems  indispen- 
sable, and  it  is  bcliovetl  that  this  can  be  accomplished  only  by 
vesting  in  the  officer  or  board,  charged  with  the  duty  of  making 
the  apportionment,  authority  to  exercise  some  measure  of  dis- 
cretion and  judgment." 

246.  Authority  to  exercise  such  discretion  cannot  be  dele- 
gated to  railroads  by  the  State.  If  it  is  to  be  exercised,  it  must 
be  done  by  and  for  the  State.  To  do  this  the  State  must  as- 
sume the  entire  work  and  burden  of  making  the  apportionment. 

25.  If  the  theory  of  the  general  property  tax  is  correct,  that 
the  ability  of  the  people  to  pay  taxes  is  justly  measured  by  the 
value  of  the  property  they  own,  why  is  not  this  value  a  just  basis 
to  be  used  for  the  apportionment  of  revenue  collected  by  taxa- 
tion ?  If  this  theory  of  taxation  is  correct,  it  is  not  unreasonable 
to  assume  that  all  taxpayers  contribute  to  the  taxable  value  of 
railroads  in  proportion  to  the  value  of  the  property  they  own,  re- 
gardless of  the  fact  that  there  may  be  no  railroad  mileage  in  their 
taxing  district,  because  the  use  which  any  individual  makes, 
directly  or  indirectly,  of  railroad  services,  is  in  no  wise  dependent 
upon  the  mileage  actually  within  his  taxing  district.  This  being 
true,  all  taxpayers  are  justly  entitled  to  have  their  taxes  reduced 
by  the  amount  due  to  their  taxing  district  from  an  apportion- 
ment of  revenue  derived  by  the  State  from  railroad  taxation 
made  on  the  basis  of  the  value  of  the  property  they  return  for 
taxation. 

25a.  Such  an  apportionment  can  be  made  without  expense 
to  railroads  and  with  but  small  expense  to  the  State.  It  will  not 
require  the  exercise  of  judicial  discretion  by  state  officials.  It 
will  provide  a  very  strong  and  helpful  inducement  to  place  all 
property  on  the  tax  list  at  full  value,  as  undervaluation  will,  to 
its  full  limit,  reduce  the  amount  a  taxing  district  will  receive 
from  the  State  on  account  of  its  distribution  of  the  revenue  it 
derives  from  railroad  taxation.     It  will  give  to  every  taxing 
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district  a  just  share  of  railroad  taxes,  in  direct  contrast  with  the 
system  of  apportionment  by  vahies  which  gives  all  to  districts 
containing  railroad  mileage  and  nothing  to  districts  having  no 
such  mileage.  This  method  of  apportionment  is  now  used  by 
New  Jersey  and  West  Virginia,  steam  railroad  taxes  being  col- 
lected by  the  State  and  distributed  to  each  county  in  proportion 
to  the  total  assessed  value  of  the  property  therein. 

26.  The  question  may  now  be  asked.  Have  the  several  States 
legal  power  to  adopt  the  basis  of  railroad  taxation  herein  proposed 
and  advocated  ?  Legal  prohibition  will  be  found  in  state  con- 
stitutions, not  in  Federal  laws.  States  that  do  not  impose  the 
general  property  tax  upon  their  people,  but  grant  constitutional 
liberty  to  their  legislatures  to  adopt  such  changes  in  their  systems 
of  taxation  as  may  be  shown  to  be  helpful,  wise,  and  desirable,  to 
adjust  them  to  changing  conditions,  can  adopt  this  basis  for 
the  taxation  of  railroads  whenever  they  desire  to  do  so.  Other 
States  must  acquire  freedom  of  action  through  necessary  and 
appropriate  amendments  to  their  constitutions. 

26a.  In  the  appendix  to  this  paper  there  will  be  found  refer- 
ences to  court  decisions  bearing  on  this  question.  In  the  larger 
view,  it  is  reasonable  to  assume  that  Federal  law  will  be  con- 
strued by  the  "rule  of  reason"  whenever  a  case  involving  the 
right  of  a  State  to  tax  railroads  on  the  basis  proposed,  in  lieu  of 
all  other  forms  of  taxation,  shall  come  before  the  Supreme  Court 
of  the  United  States  for  decision.  If  there  is  doubt  about  this, 
it  is  certain  that,  whenever  a  considerable  number  of  States 
desire  to  use  this  basis  of  taxation,  they  can  secure  the  removal 
by  legislation  of  any  obstructions  that  have  been  placed  in  their 
way  by  legislation,  constitutional  or  statutory. 

27.  We  hail  the  coming  of  a  day,  now  clearly  discerned,  when 
it  will  be  impossible  for  any  party  to  make  a  partisan  political 
issue  out  of  a  question  of  state  and  local  taxation  ;  when  all  such 
questions  will  be  discussed  and  settled  on  their  merits  as  prob- 
lems of  economic  efficiency ;  when  the  policy  of  taxation,  as  well 
as  methods  of  administration,  will  be  adopted  with  direct  refer- 
ence to  its  economic  effects  upon  those  who  pay  tax  bills  and 
upon  the  general  welfare.  To  aid  the  coming  of  that  day  these 
annual  conferences  on  state  and  local  taxation  are  held. 

27a.   Here  are  assembled  delegates  appointed  by  governors 
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to  represent  their  States ;  delegates  appointed  by  universities 
to  represent  their  departments  of  economics  and  pubhc  finance ; 
and,  by  right  of  membership  in  the  Association  under  whose 
auspices  these  conferences  are  held,  all  officers  of  State,  all  state 
and  local  administrators  of  tax  laws,  and  representatives  of  all 
taxpa>ing  interests. 

276.  Here  is  a  forum  where  partisan  political  considerations 
cannot  enter.  Here  economic  principles  can  be  discussed  on 
their  merits.  Here  the  details  of  professional  tax  administrative 
work  can  be  explained  by  those  who  are  masters  of  their  sub- 
ject. Here  the  requirements  of  justice  can  be  freely  construed 
by  those  whose  education  and  experience  entitle  them  to  speak 
with  authority. 

27c.  Here  a  taxation  system  designed  to  promote  industry, 
thrift,  and  enterprise,  as  a  means  of  promoting  the  general  wel- 
fare, can  be  formulated.  When  formulated,  the  conditions  of  its 
birth  will  give  it  heritage  by  adoption  in  every  American  State. 
To  the  consummation  of  such  a  purpose  every  intelligent  and 
right-minded  citizen  can  well  afford  to  give  financial  support 
and  the  weight  of  his  personal  influence. 

27d.  This  is  the  spirit  and  purpose  with  which  I  enter  into  the 
discussion  of  the  difficult  problems  of  railroad  taxation.  It  is 
the  spirit  by  which  every  person  should  be  moved  who  takes  part 
in  the  discussion  of  this  question,  here  or  elsewhere. 
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1.  TABLE  OF  RATES — FOOTE's  FOUMULA  FOR  ASSESSING  TAX  ON 
OPERATING  REVENUE 
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Differential,  x's 

Total  Rate  Per 

penses  Per  Cent 
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Operating  Reve- 
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nue 

% 

% 

% 

% 

% 

90  or  more 

10 

2 

2. 

89  to  90 

11 

2 

.0625 

2.0625 

88  to  89 

12 

2 

.1250 

2.1250 

87  to  88 

13 

2 

.1875 

2.1875 

86  to  87 

14 

2 

.25 

2.25 

85  to  86 

15 

2 

.3125 

2.3125 

84  to  85 

16 

2 

.3750 

2.3750 

83  to  84 

17 

2 

.4375 

2.4375 

82  to  83 

18 

2 

.50 

2.50 

81  to  82 

19 

2 

.5625 

2.5625 

80  to  81 

20 

2 

.6250 

2.6250 

79  to  80 

21 

2 

.6875 

2.6875 

78  to  79 

22 

2 

.75 

2.75 

77  to  78 

23 

2 

.8125 

2.8125 

76  to  77 

24 

2 

.8750 

2.8750 

75  to  76 

25 

2 

.9375 

2.9375 

74  to  75 

26 

2 

1. 

3. 

73  to  74 

27 

2 

1.0625 

3.0625 

72  to  73 

28 

2 

1.1250 

3.1250 

71  to  72 

29 

2 

1.1875 

3.1875 

70  to  71 

30 

2 

1.25 

3.25 

69  to  70 

31 

2 

1.3125 

3.3125 

68  to  69 

32 

2 

1.3750 

3.3750 

67  to  68 

33 

2 

1.4375 

3.4375 

66  to  67 

34 

2 

1.50 

3.50 

65  to  66 

35 

2 

1.5625 

3.5625 

64  to  65 

36 

2 

1.6250 

3.6250 

63  to  64 

37 

2 

1.6875 

3.6875 

62  to  63 

38 

2 

1.75 

3.75 

61  to  62 

39 

2 

1.8125 

3.8125 

60  to  61 

40 

2 

1.8750 

3.8750 

59  to  60 

41 

2 

1.9375 

3.9375 

58  to  59 

42 

2 

2. 

4. 

57  to  58 

43 

2 

2.0625 

4.0625 

56  to  57 

44 

2 

2.1250 

4.1250 

55  to  56 

45 

2 

2.1875 

4.1875 

54  to  55 

46 

2 

2.25 

4.25 

53  to  54 

47 

2 

2.3125 

4.3125 

52  to  53 

48 

2 

2.3750 

4.3750 

51  to  52 

49 

2 

2.4375 

4.4375 

50  to  51 

50 

2 

2.50 

4.50 
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2.  Michigan's  experience 

Some  thirteen  or  fourteen  years  ago  Michigan  changed  its  system  for 
taxing  railroads  from  a  specific  tax  on  gross  earnings  to  an  ad  valorem 
tax. 

The  experience  of  Michigan  with  railroad  taxation  is  well  described 
by  Mr.  Robert  H.  Shields,  member  of  the  Michigan  State  Tax  Com- 
mission, in  a  paper  submitted  to  the  Fourth  International  Conference 
on  State  and  Local  Taxation,  1910,  which  is  pubhshed  in  full  in  the 
proceedings  of  that  Conference. 

Mr.  Shields  says : 

"Many  theories  were  submitted  to  the  State  Board  of  Assessors, 
every  one  of  them  having  strong  advocates;  but  we  found  no  single 
theory  adapted  to  an  equitable  assessment  of  all  railroads." 

In  1900,  Michigan  made  the  most  elaborate  inventory  of  the  physical 
value  of  its  railroads  ever  made  by  any  State.  Referring  to  this,  Mr. 
Shields  says : 

"The  great  cost  incidental  to  the  annual  appraisal  of  the  physical 
elements  of  a  railroad  for  assessment  purposes,  and  the  apparent 
approximation  only  of  values  obtained,  would  seem  to  make  this  method 
impracticable,  unsatisfactory,  and  without  justification." 

Following  this  Mr.  Shields  gives  a  very  clear  description  of  what  is 
called  "the  inventory  method"  supplemented  by  a  consideration  of  the 
effective  earning  capacity  of  the  roads,  better  known  as  the  Cooley- 
Adams  Method. 

Commenting  on  this  method,  Mr.  Shields  says : 

"Plausible  as  it  may  appear,  however,  this  ingenious  method  does 
not  entirely  fill  all  the  requirements  of  the  case  at  hand,  at  least  not  as 
it  was  applied  in  Michigan.  In  the  first  place,  it  will  be  observed  that 
at  any  stage  of  the  process  a  deficit  might  be  discovered,  and  where 
such  was  actually  the  case,  the  physical  value  as  found  by  Mr.  Cooley 
was  taken  and  regarded  as  the  value  of  the  property.  The  rule,  ap- 
parently, does  not  work  both  ways.  Now,  as  a  general  principle,  if  the 
amount  as  shown  by  the  physical  appraisal  of  a  railroad  property  which 
earns  more  than  a  fair  percentage  of  profit  does  not  represent  its  actual 
cash  value,  neither  does  the  physical  appraisal  of  a  railroad  property 
which  does  not  earn  a  fair  percentage  of  profit  represent  its  actual  cash 
value.  And  in  this  connection  it  may  be  of  interest  to  state  that  in  the 
Cooley-Adams  appraisal  of  Michigan  railroads  a  non-physical  value 
was  placed  on  only  26  of  the  123  railroads  appraised,  and  the  physical 
appraisal  made  by  Mr.  Cooley  was  adopted  as  the  actual  cash  value  of 
the  other  97  roads. 

"An  analysis  of  this  theory,  therefore,  discloses  the  fact  that  in 
reality  two  distinct  methods  are  employed  in  valuing  the  same  class  of 
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property.  The  method  employed  in  valuing  the  97  roads  that  did  not 
earn  more  than  a  fair  profit  is  the  inventory  plan  pure  and  simple, 
whereby  the  value  was  determined  by  an  inventory  of  the  physical 
elements  only.  While  in  the  valuation  of  the  26  railroads  earning  more 
than  a  fair  profit,  the  capitalization  of  a  portion  of  the  net  earnings, 
followed  by  a  further  capitalization  of  the  surplus  net  earnings,  is  the 
method  employed.  Here,  then,  we  have  two  different  methods  or 
standards  of  valuation  employed  in  valuing  the  same  class  of  property, 
which  is  hardly  in  harmony  with  the  Constitution  and  laws  of  our  State. 

"But  there  is  another  reason  which  would  preclude  the  apphcation, 
of  this  twin  theory  in  assessing  Michigan  railroads.  The  rate  of  taxa- 
tion levied  against  railroads  in  Michigan  is  the  average  rate  of  taxation 
levied  upon  other  property  of  the  State  upon  which  ad  valorem  taxes 
are  assessed  for  state,  county,  township,  school  and  municipal  purposes 
($20.67  per  $1000  last  year,  1909).  Now  this  theory  is  applicable  to  a 
considerable  amount  of  other  property  in  the  State,  but  is  not  applied 
in  a  single  instance  by  any  of  the  seventeen  hundred  assessing  officers  ; 
and,  furthermore,  because  of  the  technical  skill  and  theoretical  training 
required  for  its  intelligent  application,  its  adoption  is  not  likely. 

"It  would,  therefore,  be  manifestly  unfair  to  adopt  this  plan  in  the 
assessment  of  the  railroad  property  unless  the  same  plan  be  used  in  the 
assessment  of  all  other  property  to  which  this  theory  might  equally 
apply." 

Mr.  Shields  closes  his  paper  with  the  following  conclusions  (page 
240): 

"1.  To  remove  inequahties  in  the  assessment  of  all  property  taxable 
on  an  ad  valorem  basis,  the  text  of  the  laws  and  the  methods  of  their 
administration  should  be  improved  so  as  to  require  the  use  of  uniform 
tables,  rules  and  directions  by  all  local  assessors  and  boards  of  review 
or  equahzation,  with  the  view  of  making  assessment  work  more  accu- 
rate, economical  and  uniform  throughout  the  State. 

"2.  Effort  should  be  directed  to  the  reduction  of  all  ad  valorem  tax 
rates  to  the  lowest  practicable  limit,  by  securing  assessment  of  all  prop- 
erty at  full  value,  and  by  limiting  public  expenditures  to  the  actual 
requirements  of  the  government  when  economically  administered. 

"3.   Public  Utility  Corporations  should  be  assessed  by  a  state  board. 

"4.  Whenever,  by  operation  of  law,  or  of  custom  the  general  prop- 
erty of  a  State  is  assessed  at  any  percentage  less  than  full  value,  all 
property  assessed  on  an  ad  valorem  basis  should  be  assessed  on  the  same 
percentage  of  full  value." 

Cost  of  Inventory  Method  in  Michigan 

The  cost  of  the  Cooley  inventory  of  railroad  property  in  Michigan, 
made  in  1900,  is  given  by  Mr.  George  Lord,  formerly  Secretary  of  the 
Michigan  State  Tax  Commission  and  now  Chairman  of  the  Committee 
on  Taxation  of  the  Michigan  House  of  Representatives.  In  a  letter 
dated  July  24, 1911,  Mr.  Lord  says : 
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"I  have  taken  up  with  our  state  authorities  the  matter  of  the  cost 
of  the  railroad  appraisal  made  by  Professor  Cooley  in  the  year  1900 
and  am  advised  that  the  cost  of  the  work  was  between  seventy  and 
seventy-five  thousand  dollars,  it  being  impossible  to  ascertain  the  exact 
figures  because  the  money  expended  in  the  appraisal  was  included  in  the 
general  allowance  made  by  the  State  to  the  Board  of  Tax  Commission- 
ers. It  is  safe  to  say,  however,  that  the  cost  was  over  seventy  thousand 
and  not  to  exceed  seventy-five  thousand  dollars.  The  work  was  begun 
in  October,  1900,  and  completed  June,  1901.  The  number  of  employes 
ranged  from  one  hundred  to  one  hundred  and  twenty." 


3.  Wisconsin's  experience 

The  Wisconsin  Tax  Conunission  in  its  report  for  1907  says  (page  84) : 

"The  legislature  of  1903  took  up  the  question  of  changing  the  method 
of  taxing  railroads  from  the  license  fee  system  to  the  ad  valorem  plan. 
The  imposition  of  a  percentage  of  gross  earnings  in  lieu  of  taxes  but  at 
different  rates  had  prevailed  in  the  State  for  fifty  years.  The  objection 
to  the  license  fee  on  gross  earnings  had  been  growing  stronger  in  recent 
years  until  a  crisis  was  reached  on  the  question  and  it  became  necessary 
to  give  serious  attention  to  the  proposition  to  substitute  the  ad  valorem 
method  as  more  likely  to  produce  justice  and  equality  between  the  bur- 
den borne  by  railway  property  and  other  property." 

"The  law  was  published  May  28,  1903.  The  preliminary  valuation 
of  railroad  property  was  required  to  be  made  in  the  following  December 
and  completed  by  the  middle  of  May,  1904."     (Report,  1907,  page  91.) 

Commenting  on  the  work  to  be  undertaken,  the  Commission  says 
(Report,  1907,  page  91) : 

"It  is  e\'ident  that  no  single  test  would  be  a  safe  criterion  to  apply 
uniformly  to  all  the  roads  in  the  State,  but  that  while  some  similarity 
existed  in  the  conditions  of  certain  of  the  large  systems,  it  would  be 
necessary  to  examine  all  the  facts  touching  each  road  separately  to  ascer- 
tain its  value. 

"It  is  apparent  that  to  secure  an  appraisement  of  the  railway  prop>- 
erty  for  the  purpose  of  taxation,  all  available  information  as  to  the 
physical  operating  and  financial  condition  of  every  road  must  be  ob- 
tained." 

The  law  of  1903  constituted  the  State  Tax  Commission  a  State  Board 
of  Assessment  for  the  assessment  of  railroad  property.  The  Commis- 
sion met  on  June  3,  1903,  and  organized  as  a  State  Board  of  Assessment. 

The  Report  for  1907  says  (page  92) : 

"Professor  W.  D.  Taylor,  of  the  College  of  Engineering  of  the  Uni- 
versity of  Wisconsin,  was  on  that  date  selected  and  appointed  the  expert 
engineer  for  the  Board  to  assist  in  the  work  of  the  appraisement  of  the 
railways.  Professor  Taylor  is  an  engineer  of  high  standing  in  the  pro- 
fession, of  large  practical  experience  in  railroad  construction  and  opera- 
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tion  and  had  acted  as  an  appraiser  of  the  physical  property  of  railroads 
in  another  State." 

Professor  Ta3'lor,  under  date  of  January  2,  1905,  submitted  a  detailed 
report  to  the  State  Board  of  Assessment  "on  the  appraisal  of  the  rail- 
way physical  properties  of  the  State  of  Wisconsin  for  the  year  ending 
June  30.  1903, *'  in  wliich  he  gives  a  clear  statement  of  methods  em- 
ployed. This  report  is  published  in  full  in  the  Report  of  the  State  Tax 
Commission  for  1907,  beginning  on  page  269. 

In  this  report  (page  292)  Professor  Taylor  makes  a  comparison  of 
results  between  the  Michigan  appraisal  of  1900  and  the  Wisconsin 
appraisal  of  1903  and  finds  in  the  comparison  substantial  evidence  of  the 
accuracy  and  value  of  his  work.  He  concludes  his  comparison  with  this 
statement : 

"And  this  appraisal  of  railway  physical  property*  cost  the  State  of 
Wisconsin  less  than  hah"  of  what  the  same  kind  of  appraisal  cost  the 
State  of  Michigan." 

He  then  adds  (page  293) : 

"It  should  not  ever  again  be  necessary  to  make  as  expensive  an  inves- 
tigation as  this  has  been  to  determine  the  value  of  the  tangible  railway 
property  in  the  State.  And  if  the  future  assessments  for  taxation  are 
to  be  in  any  wise  determined  by  the  value  of  railway  physical  propert}', 
and  if  a  rate-making  railway  commission  is  to  be  constituted  in  the 
State  which  shall  give  any  weight  wliatever  to  the  investment  in  physi- 
cal property  in  deciding  upon  rates  for  freight  and  passenger  traffic,  it 
will  be  necessars'  to  keep  the  appraisal  of  these  properties  well  up  to 
date." 

Professor  W.  D.  Ta3-lor  resigned  as  engineer  for  the  Board,  Febru- 
ary 1,  1906. 

Professor  W.  D.  Pence  was  appointed  engineer,  Juh- 1,  1906,  to  serve 
jointly  for  the  Wisconsin  State  Board  of  Assessment  and  the  Railroad 
Commission  of  Wisconsin. 

Professor  Pence,  under  date  of  December  10,  1908,  submitted  a  de- 
tailed report  to  the  State  Board  of  Assessment  "on  the  work  of  the  engi- 
neering staff  relating  to  the  appraisal  of  the  physical  properties  of  the 
steam  railroads  of  the  State  of  Wisconsin  for  the  year  ending  June  30, 
1908,"  which  is  published  in  full  in  the  report  of  the  State  Tax  Commis- 
sion for  1909,  beginning  on  page  123. 

I  regard  the  work  so  well  done  in  Wisconsin,  and  so  important.  I  think 
it  v\-ise  to  make  a  record  reference  to  it  here  so  those  who  desire  may 
look  up  and  study  all  of  its  details.  I  therefore  quote  the  following 
from  Professor  Pence's  report.  (Tax  Commission  Report,  1909,  page 
124.) 
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"Following  is  a  brief  summary  in  chronological  order  of  the  steps 
involved  in  the  work  of  the  engineering  staff  from  the  beginning  of  the 
valuation  of  the  physical  properties  of  the  steam  railroads  of  the  State 
to  the  present  time  : 

"June  3,  1903,  Professor  W.  D.  Taylor  (Professor  of  Railway  Engi- 
neering, University  of  Wisconsin)  appointed  engineer  for  the  Wisconsin 
State  Board  of  Assessment. 

"April  10, 1904.  Reports  as  returned  by  the  large  roads  were  checked 
up  and  revised  and  a  report  made  to  the  Board.  The  final  report  for 
all  the  roads  was  not  made,  however,  till  a  later  date. 

"November  1,  1904.  Figures  on  the  1903  valuation  of  steam  roads 
of  State  perfected  and  completed. 

"January  2,  1905.  Engineer  submitted  to  the  Board  a  detailed  re- 
port covering  methods  employed  in  the  initial  valuation  as  of  date 
June  30,  1903,  and  giving  summarized  valuation  figures. 

"September  15, 1905.  Engineer's  valuation  of  steam  roads  completed 
as  of  the  date  June  30,  1904. 

"February  1, 1906.  Professor  W.  D.  Taylor  resigned  as  Engineer  of 
the  Board. 

"June  15,  1906.  Engineer's  report  completed  on  valuation  of  steam 
roads  as  of  the  date  June  30,  1905.  (Under  the  direction  of  C.  M. 
Larson,  Assistant  Engineer.) 

"July  1,  1906.  Professor  W.  D.  Pence  appointed  engineer  to  serve 
jointly  for  the  Wisconsin  State  Board  of  Assessment  and  the  Railroad  Com- 
mission of  Wisconsin. 

"January  16,  1907.  Engineering  stafT  reorganized  and  enlarged  to 
undertuke  the  physical  valuation  of  the  Milwaukee  Street  Railway 
System  and  the  other  electric  railways  of  the  State  for  the  purposes  of 
the  tax  and  railroad  commissions.  Portions  of  the  enlarged  staff  also 
available  for  steam  road  valuations. 

"September  1,  1907.  Engineer's  report  on  valuation  of  steam  roads 
completed  as  of  the  date  of  June  30,  1906. 

"June  30,  1908.  The  report  of  the  steam  road  valuation  as  of  the 
date  June  30,  1907,  in  preparation.     (Completed  Dec.  1,  1908.) 

"The  time  elapsed  between  the  nominal  date  of  inventory  and  that  of 
final  completion  of  the  valuation  report  has  varied  as  follows : 

"  1st  valuation,  inventory  of  June  30, 1903, 16  months. 
"2d  valuation,  inventory  of  June  30, 1904, 14^  months. 
"3d  valuation,  inventory  of  June  30, 1905,  IH  mouths. 
"4th  valuation,  inventory  of  June  30, 1906, 14  months. 
"5th  valuation,  inventory  of  June  30, 1907, 17  months." 

The  explanation  given  by  Professor  Pence  of  the  longer  time  required 
for  the  inventory  of  1907  is  as  follows  (page  126) : 

"The  increased  time  required  to  compile  the  fifth  steam  road  report 
(as  of  date  June  30,  1907)  was  due  mainly  to  the  unusual  demands  upon 
the  staff  to  meet  the  requirements  of  the  Railroad  Commission  in  the 
valuations  and  service  inspections  during  the  first  year  of  the  adminis- 
tration of  the  pubhc  utilities  law." 
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After  giving  details  of  a  "Proposed  Revision  of  Methods,"  Professor 
Pence  closes  his  report  with  the  following  expression  of  satisfaction  (page 
131): 

"In  conclusion,  I  desire  to  mention  the  satisfaction  felt  by  the  engi- 
neering staff  in  working  to  the  instructions  of  the  State  Board  of  Assess- 
ment which  are  identical  with  those  given  by  the  Railroad  Commission. 
These  instructions  have  invariably  been  'to  get  at  the  truth,'  and  the 
engineer  has  been  given  all  desired  freedom  as  to  the  method  of  pro- 
cedure." 

This  exhibits  the  Inventory  Method  of  valuing  railroads  for  taxation 
at  its  best. 

Explanations  of  the  Wisconsin  Law 

The  Wisconsin  law  has  been  formulated  and  administered  with  the 
view  of  making  the  ad  valorem  taxation  of  railroads  practical  and  just. 
An  extended  explanation  of  the  law  and  of  methods  employed  for  its 
administration  will  be  found  in  Chapters  III  and  IV  of  the  Wisconsin 
Tax  Commission  Report,  1909,  pages  75  to  102  both  inclusive.  The 
whole  of  these  chapters  is  germane  to  my  subject,  but  I  can  give  but 
few  quotations  here. 

The  provision  for  final  hearings  and  the  correction  of  assessments  is 
explained  as  follows  (page  77) : 

"After  the  preliminary  valuation  of  the  property  of  railroad  com- 
panies shall  have  been  made  and  entered  upon  the  assessment  roll  and 
the  true  cash  value  of  the  general  property  of  the  State  shall  have  been 
made  and  entered  upon  the  record,  evenj  company  is  entitled  to  appear 
and  he  heard  upon  the  value  of  both  kinds  of  property  to  the  end  that  equal- 
ity and  justice  may  be  secured  by  the  assess77ient. 

"To  attain  this  result  the  statute  provides  that — 'anj''  railroad 
company  interested  shall  have  the  right  to  appear  and  be  heard  as  to 
the  value  and  assessment  of  the  property  of  such  company  and  the  tax 
to  be  leaded  thereon,  and  as  to  the  value  of  the  general  property  of  the 
State,  and  the  board  may  on  such  application  of  its  own  motion  correct 
the  valuation  or  assessment  of  such  company  in  such  manner  as  will 
in  its  judgment  make  the  valuation  thereof  just  and  relatively  equal 
with  the  valuation  of  the  general  property  of  the  State,  and  may  correct 
the  valuation  of  the  general  property  of  the  State.' " 

The  rule  used  for  determining  the  average  tax  rate  for  the  State  is  ex- 
plained as  follows  (page  78) : 

"From  the  aggregate  of  the  true  cash  value  of  the  general  property  of 
the  State  and  the  aggregate  amount  of  taxes  the  board  computes  the 
average  rate  of  taxation  by  dividing  the  aggregate  taxes  l)y  the  aggre- 
gate true  cash  value  of  the  general  property  of  the  State,  which  average 
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rate  so  arrived  at  constitutes  the  rate  of  taxation  to  be  levied  upon  the 
property  of  railroad  companies. 

"A  tax  upon  the  assessed  value  of  the  property  of  each  raikoad  com- 
pany is  levied  at  such  average  rate  and  the  amount  thereof  extended  on 
the  tax  roll  opposite  the  description  of  the  property  of  the  respective 
companies,  and  such  roll  is  then  certified  for  collection  to  the  State 
Treasurer." 

The  value  of  centralized  administration  is  demonstrated  as  follows 
(page  79) : 

"The  magnitude  of  the  duty  involved  in  the  valuation  of  the  prop- 
erty of  the  great  railway  systems,  extending  through  the  State,  was  not 
less  than  the  equally  important  task  of  finding  the  value  of  the  general 
property  of  the  State,  the  potential  and  controlling  factor  in  fixing  the 
rate  of  taxation.  In  many  jurisdictions  railroad  property  is  assessed 
by  one  board  and  the  general  property  by  another  board  or  set  of  officers, 
so  that  frequently  the  difference  in  value  will  be  sufficient  to  produce 
inequality  and  injustice  between  the  two  classes  of  property.  In  Wis- 
consin the  power  to  determine  the  value  of  the  general  property  of  the 
State  and  the  railroad  property  is  vested  in  one  and  the  same  board  so 
that  equality  can  be  secured  by  the  exercise  of  sound  and  intelligent 
judgment  on  the  part  of  the  board." 

The  taxation  of  franchises  as  an  element  in  property  valuations  is  set 
forth  and  upheld  as  follows  (page  92) : 

"In  a  line  of  decisions  the  Supreme  Court  (of  the  State)  has  ruled 
that  in  the  assessment  of  the  property  and  franchises  of  a  corporation 
engaged  in  a  public  ser\ace  business,  where  not  otherwise  specifically 
provided  by  statute,  the  physical  property  necessarily  used  in  such  busi- 
ness cannot  be  assessed  and  valued  in  separate  parts  or  separately  from 
the  franchises  essential  for  the  performance  of  such  public  service,  but 
such  franchises  and  all  tangible  property  so  used  must  be  considered  as 
an  organized  entirety  and  assessed  as  a  unit  or  single  thing  by  one  valua- 
tion covering  the  whole.  The  proposition  that  the  franchises  essential 
to  the  rendering  of  public  service  and  the  tangible  or  physical  property 
used  in  the  exercise  of  the  franchises  should  be  taken  and  treated  as  a 
unit  or  single  thing  for  purposes  of  taxation,  is  one  resting  upon  consid- 
erations of  public  policy  as  well  as  administration  expediency.  No 
statement  or  discussion  of  such  considerations  will  be  attempted  in  this 
connection,  but  it  may  be  noted  that  they  have  thus  far  been  of  such 
weight  in  legislative  contemplation  that  few  attempts  have  been  made  to 
abolish  or  materially  infringe  the  unit  rule  referred  to,  and  none  have 
been  successful.  On  the  contrary  the  rule  itself  has  been  adopted  in 
every  piece  of  legislation  where  an  excise  or  license  fee  tax  for  public 
service  corporations  has  been  supplemented  by  an  ad  valorem  method." 

If  equality  and  justice  is  to  he  the  end  of  the  ad  valorem  taxation  of  rail- 
roads, it  is  evident  that  all  excise  or  license  fee  taxes  must  be  abolished,  or 
their  amount  mu^t  be  deducted  from  the  ad  valorem  tax.     Unless  this  is  done 
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railroads  will  he  penalized  by  the  amount  of  the  excise  or  license  fee  tax. 
No  other  property  in  the  State  pays  such  taxes  in  excess  of  the  ad  valorem 
tax,  therefore  such  taxes  cannot  be  justly  levied  on  railroads  in  excess  of  their 
ad  valorem  tax. 

"  The  provisions  and  rule  for  an  apportionment  of  the  revenue  accru- 
ing from  the  taxation  of  the  property  and  franchises  as  a  unit  among  tlie 
several  assessment  or  taxing  districts,  and  also  among  school  districts, 
into  which  the  public  service  company's  business  and  physical  property 
extends,"  are  explained  on  pages  93  and  94. 

The  need  of  a  revision  of  the  statutes  is  explained  in  the  following  para- 
graph (pages  96-97) : 

"The  problem  of  taxing  the  property  and  franchises  of  the  corpora- 
tions mentioned  under  general  laws  administered  by  local  officials  pre- 
sents other  and  further  difficulties,  but  enough  has  been  stated  it  is 
believed,  to  indicate  the  need  for  such  revision  or  changes  in  the  stat- 
utes relating  thereto  as  will  secure  provisions  more  practicable  in 
working,  more  complete  in  details,  less  liable  to  result  in  injustice  or  to 
afford  inducements  for  evasions.  Such  revision  should  be  broad  enough 
to  include  all  public  service  corporations  which  are  not  of  such  character 
as  to  require  classification  by  themselves  and  a  special  mode  of  taxa- 
tion." 

The  need  of  revising  valuation  forms  is  shown  by  the  closing  paragraph 
of  the  annual  report  of  Professor  W.  D.  Pence,  Engineer  to  the  Wis- 
consin Tax  Commission  under  date  of  April  8,  1910,  found  in  the  Wis- 
consin Tax  Commission  Report,  1910,  page  190 : 

"With  the  development  of  physical  valuation  work  relating  to  rail- 
road properties  in  Wisconsin  and  neighboring  States,  there  have  arisen 
certain  variations  of  practice  in  the  manner  of  reporting  data  required 
by  the  authorities  of  the  several  States.  This  lack  of  uniformity  is 
frequently  a  serious  matter  to  the  larger  railroad  companies,  involving 
needless  complexity  and  often  considerable  extra  expense  in  attempting 
to  comply  with  the  varying  requirements  of  the  Commissions  of  the 
several  States. 

"In  undertaking  the  revisions  of  the  forms  used  in  the  1903  and  later 
Wisconsin  valuations,  careful  consideration  was  given  to  the  practice 
followed  in  Minnesota  and  other  States  where  similar  work  was  in 
progress,  with  the  view  of  unifying  future  practice  as  far  as  possible.  It 
was  at  first  hoped  that  the  Federal  authorities  might  be  induced  to  take 
the  lead  in  this  matter  of  securing  uniformity,  but  it  was  finally  found 
necessary  to  proceed  with  the  Wisconsin  work  independently  of  other 
authorities.  The  revised  forms,  however,  were  as  far  as  practicable 
made  consistent  with  the  general  classification  schonie  of  accounts 
adopted  by  the  Interstate  Commerce  Commi.ssion  with  the  hope  that  the 
plan  for  concerted  action  along  parallel  lines  may  be  carried  out  at  some 
future  time." 
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Other  methods  of  taxing  railroads  are  discussed  by  the  Wisconsin  Tax 
Commission  in  its  report,  1910,  Chapter  IV,  page  52 : 

"Other  methods  are  of  course  possible.  One  of  them  would  be  an 
excise  or  privilege  tax  determined  by  a  fixed  percentage  of  earnings, 
gross  or  net.  Such  a  tax  based  upon  net  earnings  would  be  substan- 
tially an  income  tax  though  imposed  in  the  form  of  a  privilege  tax. 
There  are  reasons  of  some  weight  in  favor  of  such  other  forms  of  taxa- 
tion. In  California,  by  recent  constitutional  amendment,  nearly  all 
pubUc  service  corporations  are  required  to  be  taxed  upon  a  percentage 
of  gross  earnings,  the  rates  being  also  fixed  in  the  Constitution. 

"By  substantially  uniform  ad  valorem  methods  a  nearer  approach 
can  be  made  to  equality  in  tax  burdens  as  between  the  different  classes 
of  public  utilities,  and  as  between  them  and  general  property,  than  seems 
practicable  by  resort  to  earnings  as  a  basis  of  taxation.  A  tax  based 
upon  earnings  at  fixed  rates  involves  the  problem  of  ascertaining  rates 
which  are  just  and  which  will  accomplish  substantial  equality  of  burden 
with  property  taxed  by  other  methods." 

Page  53.  "As  to  nearly  all  such  properties  their  capacity  to  produce 
income  will  ordinarily  be  the  dominant  factor  in  ascertaining  values, 
and  for  this  reason  taxation  according  to  value  would  not  be  far  different 
in  results  from  taxation  based  directly  upon  income,  unless  in  pursuing 
the  latter  method  an  arbitrary  income  tax  rate  should  be  adopted  not 
well  calculated  to  produce  revenue  substantially  equal  to  that  required 
from  general  property  of  equal  capital  value." 

The  distribution  of  railroad  values  or  revenue  fixed  or  collected  by  the 
State  to  the  local  taxing  jurisdictions  is  discussed  on  pages  55, 56,  and  57 : 

"The  theory  of  these  provisions  seems  to  be  that  the  tax  when  col- 
lected shall  be  for  the  State,  county,  town,  city,  or  village,  and  for  school 
district  purposes  in  like  manner  and  in  the  same  proportion  as  taxes 
levied  upon  general  property  in  the  same  districts.  No  fault  is  found 
with  the  justness  of  the  theory,  but  working  it  out  with  all  the  minutiiE 
contemplated  in  section  1037a  is  nearly  impracticable  and  would  be 
more  so  in  the  case  of  some  of  the  other  pubhc  service  properties  now 
under  consideration  not  covered  by  said  section.  Such  minute  divi- 
sions seem  hardlj'  essential  to  substantial  equality  in  the  apportionment 
of  the  revenue  accruing  from  such  properties.  If  the  entire  revenue 
were  simply  apportioned  among  assessment  districts  and  declared  to  be 
for  the  general  municipal  purposes  of  such  districts,  the  burden  upon 
the  general  property  for  such  purposes  would  be  lessened  to  that  ex- 
tent, and  this  would  be  an  offset  to  the  slightly  larger  burden  upon  such 
property  for  state,  county,  school  district,  and  road  district  purposes. 
Property  of  the  character  of  most  public  ser^^ce  concerns  has  a  general 
rather  than  a  local  situs  in  legal  and  economic  contemplation.  An 
attempt  to  divide  it  into  parts  for  districts  so  small  as  the  ordinary 
school  and  road  district  introduces  so  much  detail  and  complication 
that  it  should  be  avoided  if  practicable  without  substantial  injustice. 

"It  seems  impossible  to  devise  a  certain  and  definite  rule  for  appor- 
tionment wliich  will  produce  equitable  and  satisfactory  results  in  the 
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great  variety  of  conditions  to  be  dealt  with.  Some  element  of  elasticity 
to  meet  varying  conditions  seems  indispensable,  and  it  is  believed  that 
this  can  be  accomplished  only  by  vesting  in  the  officer  or  board  charged 
with  the  duty  of  making  the  apportionment  authority  to  exercise  some 
measure  of  discretion  and  judgment. 

"The  difficulties  indicated  above  are  incidental  results  of  the  attempt 
to  assign  a  distinct  local  situs  for  purposes  of  taxation  to  arbitrarily 
ascertained  parts  of  a  logically  indivisible  organized  entirety  which  has 
a  general  rather  than  distinct  local  situs.  All  such  difficulties  would  be 
removed  if  the  tax  revenue  were  taken  over  wholly  for  the  use  of  the 
State  as  is  now  done  with  the  tax  on  general  commercial  railroads,  leav- 
ing municipalities  to  receive  the  benefit  of  such  taxation  indirectly  by 
reduction  in  direct  taxes  for  state  purposes.  It  may  be  of  interest  in 
this  connection  to  note  that  the  State  of  California,  after  deliberate  in- 
vestigation of  the  subject  aided  by  expert  students  of  taxation,  has 
changed  its  system  so  that  substantially  all  taxes  imposed  upon  prop- 
erty employed  in  public  service  enterprises  are  appropriated  for  state 
uses  exclusively,  and  this  by  amendments  of  the  Constitution  adopted 
by  vote  of  the  people." 

4.   FORMULA    FOR    COMPUTING   THE    COMMERCIAL   VALUE    OF   RAILROADS 

In  his  paper  on  "Railroads  as  Taxpayers,"  published  in  the  proceed- 
ings of  the  Fourth  International  Conference  on  State  and  Local  Taxa- 
tion, page  248,  Mr.  T.  A.  Polleys,  Tax  Commissioner  of  the  Chicago, 
St.  Paul,  Minneapolis  &  Omaha  Railway  Company,  supplied  a  formula 
for  computing  the  commercial  value  of  railroads  which  is  as  follows : 

"  Capitalize  the  system  average  gross  earnings  per  mile  for  a  five-year 
period  ending  in  the  year  in  question  at  the  rate  of  16.40  per  cent,  the 
average  net  earnings  per  mile  for  the  same  period  at  5.66  per  cent,  and 
the  sum  of  the  average  maintenance  charges  per  mile  for  way  and  struc- 
tures and  for  equipment  at  4.316  per  cent.  Add  together  the  three 
results  and  divide  their  sum  by  three,  the  resulting  quotient  being  the 
estimated  commercial  value  per  mile  for  the  given  railroad  for  the  year 
in  question." 

5.    LAND   VALUES   AND   RAILROAD   VALUES 

Mr.  Polleys  has  made  a  close  analysis  of  land  values  and  railroad 
values  and  has  been  a  leader  in  devising  methods  for  determining  such 
values.  He  has  made  large  use  of  "sales  values"  as  a  means  of  deter- 
mining the  percentage  at  which  general  property  is  assessed  for  taxation 
in  the  counties  and  States  through  which  his  road  operates  with  the 
view  of  having  the  railroad  property  assessed  at  the  same  percentage  of 
full  value.  He  has  recently  published  bulletins  giving  the  results  of 
this  work  in  the  States  of  Iowa  and  South  Dakota. 
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6.    EXPERIENCE   IN   NEW  JERSEY 

New  Jersey  furnishes  the  most  recent  example  of  an  attempt  to 
make  an  inventory  valuation  of  railroads.  A  report  of  this  work  has 
not  been  received,  therefore  cannot  be  commented  upon  at  this  time. 
Information  as  to  the  cost  of  the  work  and  the  time  required  for  its 
completion  is  given  by  Mr.  Irvine  E.  Maguire,  Secretary  of  the  State 
Board  of  Assessors,  in  a  letter  dated  July  17, 1911.     It  is  as  follows : 

"  The  total  cost  to  the  State  for  the  reinventory  and  revaluation  of 
railroad  and  canal  property  up  to  this  date,  as  shown  by  the  books  of  the 
State  Treasurer,  is  the  sum  of  1128,970.06.  There  will  undoubtedly 
be  some  additional  expenditures  on  this  account,  but  I  think  it  safe  to 
say  that  the  total  cost  will  not  exceed  8150,000.  The  time  consumed  in 
the  work,  as  well  as  the  ofRce  work  of  computation  and  tabulation,  has 
been  thus  far  about  eighteen  months." 

7.    MARKET    VALUE    OF    STOCK    V.    GROSS     EARNINGS    AS    A    BASIS     FOR 
VALUATION   AND   TAXATION 

Extracts  from  United  States  Census  Bulletin  21,  Commercial  Valuation 
of  Railway  Operating  Property,  in  the  United  States,  1904: 

Page  9.  "It  should  be  especially  borne  in  mind  that  the  income  of 
railway  corporations  from  investments  in  property  not  used  in  the  busi- 
ness of  transportation  should  be  excluded  from  the  sum  to  be  capital- 
ized. 

"The  method  of  valuing  railway  property  known  as  the  'stock  and 
bond  method '  —  that  is  to  say,  the  multiplication  of  the  par  value  of 
outstanding  corporate  liabilities  by  their  market  quotations  —  is  in 
reality  the  valuation  of  corporation  assets.  ...  It  thus  becomes  e\a- 
dent  why,  in  view  of  the  purpose  of  this  investigation,  the  'stock  and 
bond  method '  was  not  regarded  as  appropriate. 

"It  should  further  be  observed  that  the  income  which  accrues  to  a 
railway  corporation  from  investment  in  the  corporate  securities  of  other 
railways  is  excluded  from  the  basis  of  capitalization." 

Page  11.  "The  second  possible  method  of  arriving  at  a  rate  of  capi- 
talization makes  appeal  to  the  current  market  record  of  the  purchase 
and  sale  of  railway  securities.  The  only  criticism  that  can  be  urged 
against  a  value  arrived  at  by  this  means  is  that  the  purchase  of  railway 
securities  is  not  the  purchase  of  the  property,  but  the  purchase  of  an 
undivided  interest  in  the  property,  and  that  the  price  paid  for  an  undi- 
vided interest  is  not  a  sure  criterion  of  what  the  price  would  have  been 
had  the  property  been  purchased  as  a  unit." 

Page  13.  "An  exhaustive  study  of  these  methods  led  to  the  conclu- 
sion that  the  gross-earnings  basis  would  result  in  the  most  accurate 
as.signraent  of  the  value  of  railway  property  possible.  .  .  . 

"An  effort  was  made,  also,  to  test  the  results  submitted  in  this  report 
by  the  formal  or  impUed  valuations  of  railway  properties  made  by  state 
oflBcials.     With  this  end  in  view  agents  were  sent  to  a  large  number  of 
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states  for  the  purpose  of  studying  the  state  records  relative  to  railway 
assessments  and  railway  taxation.  It  was  thought  that  possibly  the 
value  of  railways  in  the  several  states  could  be  arrived  at  through  the 
capitalization  of  railway  taxes  at  the  current  rates  of  taxation.  .  .  . 

"The  attempt  to  value  railway  property  from  state  records  was  not 
attended  with  success.  The  great  variety  of  state  laws  relative  to 
valuation,  and  the  marked  divergence  in  practice  relative  to  reports  and 
office  accounts,  made  it  impossible  to  arrive  at  any  tangible  results 
from  a  study  of  the  records  of  the  states.'' 

Page  18.  "In  every  instance  where  any  such  system  has  changed 
hands,  the  change  has  been  accomphshed  through  transfer  of  some  part 
of  the  securities  representing  the  investment,  less  than  the  total.  In 
other  words,  what  has  been  sold  and  bought  has  not  been  the  property 
itself,  but  its  control.  Consequently,  no  market  value  for  railroads  has 
ever  been  established  here.  From  the  nature  of  things,  none  is  ever 
likely  to  exist.  .  .  . 

"Manifestly,  therefore,  all  measures  of  value  of  railway  property 
aggregated  into  systems  of  useful  dimensions  are  impracticable  and 
fallacious,  save  a  single  one  —  earning  power ;  that  is,  the  power  to 
make  legitimate  revenue  for  its  owners.  Such  must  always  be  the  sole 
reliable  measure  of  the  value  of  all  things  not  customarily  sold  outright." 

Page  19.  "The  greatest  difficulty  in  applying  the  stocks  and  bonds 
method  in  arriving  at  a  commercial  valuation  of  railway  property  de- 
voted to  operation  lies  in  the  separation  from  the  former  of  property  not 
devoted  to  operation.  The  stocks  and  bonds  of  a  railway  company  rep- 
resent the  value  of  all  the  property  of  the  company,  whether  devoted  to 
operation  or  not  —  lands,  real  estate  in  cities,  mines,  manufacturing 
plants,  elevators,  warehouses,  stocks  and  bonds  of  other  companies, 
etc.  To  untangle  all  these  items  and  make  the  proper  deductions  from 
the  total  value  represented  by  the  stocks  and  bonds  is  a  task  too  large 
for  six  months'  time,  if  it  were  thought  desirable  to  undertake  it.  In- 
deed, single  railway  companies  could  scarcely  be  unraveled  within  the 
time  allowed.  ..." 

Page  21.  "The  corporate  wealth  of  a  railway  company  and  the 
wealth  incorporated  in  the  property  devoted  to  operation  are  two  differ- 
ent magnitudes,  sometimes  differing  quantitatively  by  milUons  of 
dollars.  .  .  ." 

Page  47.  "The  cost  of  construction  as  a  measure  of  value  has  been 
discussed,  together  with  the  cost  of  reproduction  in  railway  systems  as 
a  whole.  The  latter  is  as  superior  in  distributing  values  as  it  is  in  as- 
certaining them,  althou,(?h,  for  present  purposes,  the  gross  earnings  basis 
possesses  superior  merits.  .  .  ." 

Pages  48-49.  "Traffic  has  value  only  as  it  expresses  itself  in  terms  of 
earnings,  and  hence  the  earnings  basis  is  generally  preferable  to  that  of 
traffic.  Differences  in  the  character  of  the  trafl&c,  whether  high  or  low 
grade,  uniform  or  mixed,  more  or  less  profitable  —  all  these  things  are 
immediately  reflected  in  revenue  statistics,  whereas  they  do  not  appear 
in  traffic  statistics.  The  gross-earnings  method  thus  fully  covers  the 
greatest  defect  in  the  traffic-statistics  method.  ..." 

Pages  51-52.  "A  line  representing  a  theoretically  accurate  distribu- 
tion of  values  and  another  representing  the  cost  of  reproduction  will  run 
more  nearly  parallel  than  any  other  fine  which  can  be  drawn  in  the 
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direction  of  values,  based  upon  total  trackage,  net  earnings,  tonnage,  or 
any  one  or  more  of  the  other  methods  suggested  above,  except  gross 
earnings ;  and,  because  of  the  greater  ease  with  which  the  last  can  be 
ascertained,  the  decision  must  turn  in  its  favor  for  purposes  of  a  com- 
mercial valuation.  .  .  . 

"In  the  last  analysis  there  exist  but  two  competing  methods  for  the 
distribution  of  values  among  states,  namely,  the  net-earnings  method 
and  the  cost  of  reproduction  method.  .  .  . 

"Why  was  neither  of  these  methods  chosen,  and  for  what  reasons  did 
the  decision  turn  in  favor  of  the  gross-earnings  basis  ? 

"No  amount  of  time  and  money  would  enable  one  to  determine  the 
net  earnings,  by  states,  in  any  but  an  approximate  manner,  for  reasons 
advanced  in  connection  with  the  discussion  of  the  net-earnings  method. 
Therefore  it  was  necessary  to  select  from  all  remaining  methods  that 
one  which  promised  the  best  results.  Tliis  method  is  the  gross-earnings 
basis  for  the  distribution  of  values.  In  theory  it  meets  the  requirements 
of  the  problem  of  distribution  of  values  better  than  any  of  the  other 
available  methods,  and  in  practice  it  has  the  advantage  of  depending 
upon  infom^ation  which  the  overwhelming  majority  of  the  railway 
companies  in  the  United  States  can  furnish.  Besides,  it  has  received 
much  more  support  among  men  who  should  be  qualified  to  have  correct 
judgments  on  matters  of  this  kind  than  any  other.  In  fact,  practical 
unanimity  exists  regarding  the  preferences  for  the  gross-earnings  method 
under  the  circumstances.  .  .  .  The  companies  that  could  not  report 
gross  earnings,  by  states,  represent  so  small  a  part  of  the  total  mileage 
that,  in  general,  it  may  be  stated  that  the  distribution  of  the  railway 
values  among  the  states  has  been  made  on  the  gross-earnings  basis." 

8.    TAXATION   THEORIES 

Extracts  from  address  by  Robert  H.  Shields,  Member  Michigan  State 
Tax  Commission,  before  the  Minnesota  Academy  of  Social  Science, 
MinneapoUs,  December  6,  1907 : 

"One  of  the  theories  advanced  suggested  the  payment  of  a  tax  based 
upon  the  par  value  of  the  stock  ;  but  a  variation  of  the  stock  from  3  to 
300  per  cent,  as  investigation  showed  to  be  the  case,  proved  that  this 
theory  is  not  susceptible  to  any  meritorious  defense. 

"Another  theory  proposed  to  find  the  actual  value  of  the  railroads 
from  the  value  of  the  stock  as  shown  upon  the  market,  or,  in  other  words, 
to  estimate  the  value  of  the  road  by  the  market  value  of  the  stock  alone. 
But  this  method  would  not  take  into  consideration  the  bonded  indebted- 
ness of  the  road  ;  and  as  few,  if  any,  railroads  are  without  an  indebted- 
ness of  this  kind,  a  general  application  of  this  method  would  be  incor- 
rect and  unfair. 

"To  value  the  railroads  upon  the  market  quotations  of  both  stocks 
and  bonds  is  another  theory  that  claimed  many  supporters.  But  as 
far  as  apphnng  this  theory  to  all  roads  in  Michigan  was  concerned  it 
was  found  to  be  impracticable  from  the  fact  that  the  stocks  and  bonds 
of  not  more  than  a  dozen  railroads  were  quoted  in  the  market,  that  the 
stocks  and  bonds  of  the  other  railroads  were  unknown  to  the  open  mar- 
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ket,  and  that  such  a  method  could  be  applied  only  to  the  few  quoted. 
.  .  .  When  we  further  consider  the  intricacy  and  uncertainty  of  the 
computation  of  stocks  and  bonds  values,  the  manipulation  jjy  stock- 
brokers, regardless  of  actual  value,  together  with  the  very  many  condi- 
tions that  affect  the  price  or  value  of  the  stocks  and  bonds  regardless 
of  the  real  property  itself,  we  can  readily  appreciate  the  incompetency 
and  unreliability  of  this  method  to  place  a  correct  value  on  the  railroads 
of  Michigan,  or,  indeed,  on  those  of  any  other  state.  .  .  . 

"In  determining  the  amount  of  tax  which  shall  be  imposed  upon 
corporate  property,  the  question  of  method  must  always  be  subordinate 
to  the  other  question  of  the  equity  of  the  result  which  follows  it ;  and, 
other  things  being  equal,  preference  should  always  be  given  to  the  most 
simple  and  effective  method." 

9.     APPROVAL   OP   GROSS-EARNINGS   TAX 

Resolution  adopted,  Twenty-first  Annual  Convention,  National  Asso- 
ciation of  Railway  Commissioners,  Washington,  D.C.,  November 
18,  1909: 

"It  would  seem  that  a  gross-earnings  tax  presents  as  fair  a  way  to 
equitably  tax  railroad  companies  in  accordance  with  their  fair  earning 
power  (which  is  an  index  as  to  value)  as  any  plan  yet  adopted.  This, 
if  the  earnings  and  accounting  is  carefully  checked,  will  place  the  com- 
panies on  the  same  basis  in  the  several  states  and  at  once  remove  all  the 
difficulties  found  in  the  ad  valorem  plan  of  assessing  the  properties." 


Note.    See  appendix  to  address  of  A.  E.  Holcomb,  page  167  of  this  volume, 
for  additional  references. 
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Mr.  Frank  P.  Crandon  (Illinois) :  I  wish  to  say  a  word, 
not  in  criticism  of  what  we  have  listened  to,  but  in  appreciation 
of  the  work  of  our  President  Foote.  Those  of  us  who  know 
something  about  railway  taxation  and  assessments  know  that 
we  have  been,  for  all  our  period  of  experience,  hampered  and 
almost  defeated  in  any  plan  that  we  had  for  bettering  the 
conditions,  by  the  fact  that  there  is  at  the  border  line  of  every 
State  a  new  system  of  valuing  railroad  property,  a  new  system 
of  distributing  the  taxes,  and  a  new  theory  in  regard  to  the  as- 
certainment of  both  the  real  and  the  intangible  property.  When 
we  come  to  a  decision  with  regard  to  the  property  values  of  a  sin- 
gle State,  it  is  as  absurd  as  any  proposition  can  be  that  those 
values  change  materially  because  an  intangible  line  somewhere 
separates  two  States,  sa}^  Indiana  from  Illinois,  and  that  when 
you  get  over  into  Indiana,  we  have  a  different  value  of  property 
of  the  same  character,  devoted  to  the  same  service,  and  operated 
in  the  same  manner. 

No  adequate  suggestion  with  regard  to  the  uniformity  of 
railway  taxation  has  been  heretofore  presented,  as  far  as  I 
know.  I  do  not  know  that  Mr.  Foote  has  hit  upon  the  best  solu- 
tion, but  I  agree  with  him  most  radically  and  emphatically  in 
the  statement  that  a  poor  law  well  administered  is  a  great  deal 
better  than  the  best  law  poorly  administered.  If  we  could  have 
a  single  theory  in  the  assessment  and  taxation  of  railroad  property 
(I  don't  care  so  much  what  that  theory  may  be)  in  the  place  of 
these  constantly  changing  and  different  forms  within  our  state 
lines,  the  public  and  railway  interests  would  be  greatly  benefited, 
and  the  work  will  be  greatly  simplified. 

I  want  to  again  express  my  appreciation  of  Mr.  Foote's  work ; 
he  has  done  a  great  deal  of  good  work  in  these  Conferences  for 
which  we  are  greatly  obliged,  and  he  has  never  done  a  better 
piece  of  work  than  this  afternoon. 

Mr.  A.  G.  Dudley  (Wisconsin) :  Presumably  each  State 
has  what  it  regards  as  the  best  system  of  railroad  taxation,  and 
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in  visiting  several  States  I  have  thus  learned  of  as  many  "best 
systems"  of  taxing  railroads.  Yet  perhaps  none  of  them  is  as 
good  in  theory  as  the  method  to  which  we  have  listened  to-day. 
But  there  are  certain  practical  difficulties,  it  seems  to  me,  in  the 
way  of  bringing  into  operation  the  plan  of  Mr.  Foote.  As  I 
understand  his  paper,  a  fiat  rate  of  2  per  cent  is  to  be  applied 
to  the  gross  earnings  of  a  company  within  a  State.  Most  rail- 
roads are  interstate  in  their  character  and  extent,  but  the  unit 
for  railroad  taxation  is  not  the  system,  but  that  portion  of  the 
system  within  each  of  several  States.  Now  to  apply  2  per  cent 
or  any  other  per  cent  to  that  part  of  the  system  earnings  allotted 
to  any  State  may  result  in  very  unequal  taxation,  for  the  reason 
that  our  apportionment  of  the  gross  earnings  is  not  based  on 
the  amount  of  capital  invested  in  the  State,  but  is  based  upon  the 
miles  of  haul  of  commodities.  For  example,  the  Union  Pacific 
Railway  Company,  having  terminals  in  Council  Bluffs,  Iowa,  but 
very  little  mileage  in  that  State,  would  have  no  more  earnings 
ascribed  to  its  property  in  Iowa,  and  hence  have  no  more  taxes 
to  pay  in  Iowa,  than  it  would  pay  on  an  equal  number  of  miles 
of  track  across  .the  river  on  the  prairies  of  Nebraska. 

If  the  method  announced  by  the  President  of  this  Association 
could  be  given  effect,  I  believe  the  railroad  companies  would 
welcome  it ;  the  difficulty  of  giving  it  effect  would  come  from 
other  sources.  It  would  not  be  readily  adopted  by  States  that 
would  lose  revenue  by  its  adoption. 

If  the  amount  of  taxes  to  be  paid  by  a  system  is  fixed  as 
2  per  cent  of  the  system  earnings,  plus  a  certain  differential,  this 
total  cannot  be  distributed  to  the  several  States  in  proportion 
to  the  mileage  in  each  —  a  mile  in  North  Dakota  for  tax 
purposes  would  then  be  as  valuable  as  a  mile  in  the  city  of 
Chicago  of  the  same  system.  No  State  would  be  apt  to  accept 
a  less  proportion  of  the  total  tax  than  the  proportion  which  the 
value  of  the  property  in  the  State  bears  to  the  value  of  the  sys- 
tem ;  so  that,  after  all,  valuation,  if  not  necessary  for  the  direct 
application  of  the  tax  levy  or  rate,  would  still  be  required 
to  test  any  basis  which  might  be  suggested  for  the  distribution 
of  the  total  tax  on  the  system  if  that  could  be  agreed  upon. 

Mr.  Lawson  Purdy  (Now  York)  :  I  am  heartily  in  sym- 
pathy with  the  principle  laid  down  by  Mr.  Foote.     Having  in 
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view  the  administration  of  laws  in  the  city  of  New  York,  where 
there  must  be  a  differentiation  between  classes  of  property 
valued  by  the  State  and  that  valued  by  the  local  boards,  I 
should  like  a  little  more  light  as  to  the  method  by  which  there 
could  be  a  differentiation  between  property  used  in  the  opera- 
tion of  the  road  and  property  to  be  assessed  locally.  If  property 
not  used  in  operation  is  to  be  assessed  locally,  and  only  property 
used  in  the  operation  of  the  road  is  to  be  exempted  from  local 
assessment,  how  is  it  to  be  determined  whether  or  not  property 
is  used  for  the  operation  of  the  road? 

Mr.  Foote  :  I  stated  that  proposition  definitely  in  my 
paper ;  that  the  system  considered  in  my  discussion  referred 
only  to  the  taxation  of  the  property  used  in  the  operation  of  the 
road,  and  that  all  the  other  property  should  be  taxed,  either  by 
the  State  or  locally-,  as  other  property  in  the  same  class  is  taxed. 

Mr.  Purdy  :  I  understand  that  perfectlj-  well,  but  suppose 
the  A.  B.  C.  Warehouse  Company  owtis  a  lot  of  land  with  a  ware- 
house on  it  and  the  railroad  runs  under  the  warehouse,  who  are 
you  going  to  assess  it  to  ?  There  is  a  lot  of  land,  consisting  of 
about  200  feet  by  800  feet,  which  is  entirely  covered  by  a  rail- 
road track  ;  the  track  runs  diagonally  across  it  —  what  are  we 
going  to  do  with  that? 

Mr.  Cushman  :  I  would  say  that  according  to  Mr.  Foote's 
scheme  and  according  to  our  Vermont  scheme,  there  is  no 
appraisal  of  the  property  taken  into  consideration,  any  further 
than  according  to  the  single  line  or  double  line.  When  you 
come  to  the  A.  B.  C.  Warehouse,  that  is  a  piece  of  property  be- 
longing to  the  company ;  the  way  we  handle  it  in  Vermont  is  to 
appraise  the  building  as  the  property  of  the  A.  B.  C.  Warehouse 
Company,  and  appraise  the  land  whereon  it  stands  as  the  land 
of  the  railroad  company,  and  we  have  no  difficulty  with  the 
proposition. 

Mr.  Foote  :  To  use  an  illustration,  if  I  am  rightly  informed, 
in  Pittsburgh,  Pennsylvania,  the  Union  Depot,  a  9  or  10  story 
building,  which  has  an  office  building  on  top  of  the  depot  accommo- 
dations, is  taxed  at  the  value  of  the  property  on  the  first  floor  and 
the  ground  floor  as  railroad  property  used  in  the  operation  of 
the  business  of  the  railroad  companies ;  the  value  of  the  build- 
ing above  the  first  floor  is  taxed  locally  as  business  property. 
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TAXATION  DEVELOPMENTS  IN  OREGON 

By  Charles  V.  Galloway 
Member  of  Board  of  State  Tax  Commissioners,  Salem,  Ore. 

From  the  admission  of  our  State  down  to  the  adoption  at  the 
general  election  in  November,  1910,  of  the  amendment  designated 
as  Section  la  of  Article  IX,  the  constitutional  limitations  on 
taxation  in  Oregon  were  as  follows  : 

Article  I,  Section  32.  "No  tax  or  duty  shall  be  imposed  with- 
out the  consent  of  the  people  or  their  representatives  in  the  legisla- 
tive assembly;  and  all  taxation  shall  be  equal  and  uniform." 

Article  IX,  Section  1.  "The  legislative  assembly  shall  pro- 
vide by  law  for  uniform  and  equal  rate  of  assessment  and  taxa- 
tion; and  shall  prescribe  such  regulations  as  shall  secure  a 
just  valuation  for  taxation  of  all  property,  both  real  and  per- 
sonal, excepting  such  only  for  municipal,  educational,  literary, 
scientific,  religious,  or  charitable  purposes,  as  may  be  specially 
exempted  by  law." 

These  constitutional  requirements  have  imposed  on  our 
State  a  definite  and  primitive  form  of  the  general  property  tax ; 
and  during  Oregon's  fifty-two  years  of  statehood  we  have 
experienced  most  of  the  abuses  common  to  that  system. 

In  Oregon  the  county  is  the  unit  for  assessments,  and  valua- 
tions of  all  property,  both  real  and  personal,  are  made  annually. 
The  county  assessor  is  an  elective  officer,  his  term  under  the 
present  law  being  four  years.  There  are  now  thirty-four 
counties  in  Oregon ;  consequently  the  assessment  districts  are 
large,  either  in  area  or  value,  or  in  both.  Each  assessor  has 
the  task  of  placing  valuations  on  many  classes  of  real  and 
personal  property.  As  to  the  considerations  of  equality  and 
uniformity  in  county  assessments,  the  range  has  been  all  the 
way  from  deplorable  to  fair. 

Apportionment  of  State  Requirements  to  Counties 

Oregon  has  frequently  been  classed  with  the  States  that 
have  gone  a  good  distance  toward  separation  of  the  sources  of 
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state  and  local  revenues.  This  is  not  strictly  correct.  While 
the  amount  of  state  revenue  derived  from  independent  sources 
has  been  steadily  increasing,  it  still  represents  but  little  more 
than  one  fifth  of  the  total  required  for  payment  of  the  ordinary 
expenses  of  the  state  government.  For  the  two  j^ears  ending 
September  30,  1910,  the  total  of  receipts  from  such  sources  was 
$714,864.94 ;  while  the  total  of  state  taxes  levied  on  the  counties 
for  the  years  1909  and  1910  was  $2,803,400.79. 

Down  to  1902  state  requirements  in  Oregon  were  apportioned 
on  the  basis  of  current  county  valuations.  In  1891  a  state 
board  of  equalization  had  been  provided  to  correct  the  tendency 
toward  low  assessments  for  evasion  of  state  taxes ;  but,  largely 
on  account  of  insufficient  authority,  this  board  proved  a  dismal 
failure  and  was  abolished  in  1898.  The  contest  for  low  valua- 
tions continued,  until  the  Legislature  of  1901  took  decisive 
action  by  providing  an  entirely  new  method  for  the  apportion- 
ment of  state  taxes.  Embodied  in  the  new  scheme  was  a  modi- 
fied form  of  the  apportionment-by-expenditure  plan  proposed 
by  Mr.  Allen  Ripley  Foote  in  a  paper  submitted  to  the  State 
Commerce  Convention  of  New  York  at  Utica  in  October,  1899. 

But  the  act  of  1901  did  not  put  the  apportionment-by-expendi- 
ture plan  into  immediate  effect  in  Oregon.  There  was  first 
enacted  a  fixed  table  of  percentages  in  accordance  with  which 
each  county's  contribution  in  state  taxes  should  be  determined 
until  the  year  1905,  when  county  expenditures  should  become 
the  basis  of  apportionment.  This  fixed  table  was  computed 
from  the  average  assessed  valuations  of  the  several  counties  for 
the  five  years  immediately  preceding  1901. 

In  the  apportionment-by-expenditure  plan  as  contemplated 
in  Oregon,  expenses  of  county  government  only  were  to  be 
considered  ;  and  there  was  to  be  a  readjustment  of  the  apportion- 
ment table  each  five  years,  based  on  expenditures  of  the  period 
immediately  preceding.  Certain  county  expenses  were  not  to  be 
taken  into  account ;  the  exception  being,  as  first  enacted,  ex- 
penditures for  roads  and,  later,  for  erection  of  court  houses, 
expenditures  on  account  of  pestilence  or  epidemics  and  for  pay- 
ment of  interest  or  principal  of  county  indebtedness.  The  time 
when  the  apportionment-by-expenditure  plan  should  become 
effective  was  twice  postponed ;  first,  by  the  Legislature  of  1903, 
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changing  the  time  for  beginning  its  use  from  1905  to  1910 ;  then, 
by  the  Legislature  of  1907  making  a  further  deferment  to  1912. 

On  account  of  these  postponements,  the  apportionment-by- 
expenditure  plan  was  never  in  actual  use  in  Oregon.  During 
all  this  time  that  the  beginning  of  its  operation  was  being  de- 
ferred, we  were  using  as  the  basis  of  apportionment  the  same 
old  table  of  predetermined  ratios  enacted  in  the  law  of  1901. 
This  table  was  unfair,  for  the  very  valuations  from  which  it 
was  computed  were  for  years  during  which  there  existed  the 
most  pronounced  absence  of  uniformity  in  assessments  between 
counties.  Some  were  undoubtedly  required  to  pay  more,  while 
others  paid  less,  than  their  respective  just  shares  of  the  state 
taxes.  Still,  despite  occasional  complaint,  all  paid  until  1908, 
when  one  of  the  counties,  believing  itself  penalized,  sought  to 
enjoin  the  county  treasurer  from  paying  to  the  State  the  tax 
charged  against  it  for  that  year. 

The  final  decision  of  the  case,^  as  to  payment  of  the  tax  for 
the  year  1908,  was  adverse  to  the  county.  In  this  regard  the 
Court  held : 

"Where  state  taxes  illegally  apportioned  against  a  county 
have  been  collected  and  paid  into  the  county  treasury,  the  county 
cannot  maintain  a  suit  to  restrain  the  county  treasurer  from 
paying  the  amount  thereof  to  the  State." 

But  in  passing  on  the  constitutionality  of  the  plan  of  appor- 
tionment, the  Court  held  that  the  law : 

"Providing  for  an  apportionment  of  State  taxes  to  be  col- 
lected by  the  several  counties,  not  based  on  the  assessed  valua- 
tion thereof  for  the  current  year,  but  on  the  assessed  valuation 
of  the  several  counties  for  the  five  years  preceding  1901,  was 
invalid  for  nonuniformity." 

The  Court  further  said : 

"It  may  be,  and  perhaps  is,  true  that  the  basis  of  apportion- 
ment of  state  revenues  provided  by  the  act  of  1907  is,  in  fact, 
more  equitable  and  just  than  if  it  were  made  by  a  uniform  rate 
on  assessed  values  throughout  the  State.  But  this  is  not  the 
question.  If  the  Constitution  requires  the  apportionment  to 
be  made  in  a  certain  way,  it  must  be  observed,  and,  if  such  an 
apportionment  is  unequal  and  unjust,  because  of  the  actions  of 

1  Yamhill  Coimty  v.  Foster,  53  Oregon  124. 
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local  assessors,  provision  should  be  made  by  law  for  an  equaliza- 
tion of  valuation,  as  between  the  several  counties  for  state 
purposes,  so  that  every  citizen  will  be  required  to  pay  his  just 
proportion  of  the  state  taxes." 

Of  course  what  the  Court  actually  held  unconstitutional  as 
a  basis  for  apportionment  of  state  taxes  was  the  table  of  pre- 
determined ratios.  The  apportionment-by-expenditure  plan 
was  not  brought  into  the  case  directly;  however,  under  the 
decision,  its  invalidity  is  conceded. 

In  view  of  this  decision,  a  law  of  1909  has  placed  the  appor- 
tionment of  state  taxes  to  be  collected  from  the  counties  in  the 
hands  of  a  board  of  state  tax  commissioners.  This  board  ex- 
ercises general  supervision  over  county  assessments.  It  also 
equalizes  and  adjusts  to  a  common  basis  each  year  the  totals 
of  assessment  rolls  for  the  several  counties.  The  total  of  state 
revenue  to  be  raised  by  direct  taxation  having  been  computed, 
the  amount  to  be  paid  by  each  county  is  determined  on  the 
basis  of  such  equalization.  This  method  of  apportionment 
has  been  in  effect  for  two  years  and  seems  in  general  to  have 
worked  satisfactorily. 

Constitutional  limitations  aside,  whether  Oregon  shall  make 
further  attempt  toward  apportionment  based  on  expenditures 
is  uncertain.  Properly  applied,  the  plan  appears  to  be  a  good 
one.  But  the  Oregon  scheme  was  defective,  and  had  it  been 
put  in  operation  would  have  proved  as  objectionable  as  the  table 
of  predetermined  ratios.  A  mistake  was  made  in  confining  the 
expenses  to  be  considered  to  those  of  county  government  alone, 
leaving  out  the  expenditures  of  local  taxing  agencies  within  the 
county.  Apportionment  on  the  basis  of  county  expenses  only 
would  generally  have  the  effect  of  penalizing  the  counties  of 
smaller  valuation  and  favoring  the  larger  ones.  This  for  the 
reason  that  county  government  is  of  relatively  more  importance 
and  absorbs  a  much  larger  share  of  the  total  revenues  col- 
lected by  taxation  within  a  sparsely  settled,  agricultural  county 
than  within  one  more  densely  populated  and  having  cities, 
towns,  and  other  local  taxing  districts  of  consequence. 

The  following  table,  corrected  in  minor  details,  is  from  the 
report  of  Oregon's  special  tax  commission  of  1906.  This  table 
shows :  the  cash  value  of  each  county  for  1905,  as  estimated  by 
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the  commissioners ;  the  percentage  of  state  tax  each  county 
would  have  paid  on  this  valuation  basis;  also  the  percentage 
each  county  would  have  paid,  according  to  the  Oregon  plan, 
based  on  expenses  of  county  government  for  the  years  1901  to 
1905  inclusive.  ' 


Percentage 

Estimated  Cash  Value 

Percentage  based 

BASED    ON 

Counties 

1905,  as  per 

ON  Estimated 

Expenses  of 

Assessment  Rolls 

Cash  Value 

County    Gov- 
ernment 

Baker    .     .     .     . 

S21,361,525.00 

4.210 

4.814 

Benton 

9,489,010.00 

1.870 

1.794 

Clackamas 

13,725,780.00 

2.705 

3.819 

Clatsop 

11,804,683.00 

2.326 

3.327 

Columbia 

8,399,570.00 

1.655 

1.494 

Coos      .     . 

10,266,443.00 

2.023 

2.150 

Crook    .     . 

5,852,515.00 

1.153 

1.506 

Curry    .     . 

2,508,796.00 

.494 

.612 

Douglas     . 

26,311,696.00 

5.186 

3.832 

Gilliam 

4,985,414.00 

.983 

1.441 

Grant    .     . 

4,710,940.00 

.928 

2.312 

Harney 

4,375,070.00 

.862 

2.295 

Jackson     . 

15,890,029.00 

3.132 

2.584 

Josephine 

6,299,332.00 

1.242 

2.255 

Klamath    . 

6,115,661.00 

1.205 

1.870 

Lake     .     . 

4,027,496.00 

.794 

1.190 

Lane     .     . 

17,732,060.00 

3.495 

4.254 

Lincoln 

2,348,632.00 

.463 

1.087 

Linn      .     . 

16,469,650.00 

3.246 

3.454 

Malheur    . 

6,427,970.00 

1.267 

2.296 

Marion 

29,474,322.00 

5.809 

3.936 

Morrow 

7,168,377.00 

1.413 

2.482 

Multnomah 

143,860,258.00 

28.352 

22.030 

Polk      .     . 

10,089,373.00 

1.988 

1.905 

Sherman    . 

9,204,375.00 

1.814 

1.239 

Tillamook 

7,404,090.00 

1.459 

1.450 

Umatilla    . 

33,883,943.00 

6.678 

4.494 

Union    .     . 

16,586,017.00 

3.269 

3.482 

Wallowa    . 

5,201,683.00 

1.025 

1.558 

Wasco 

15,154,888.00 

2.987 

2.660 

Washington    . 

13,325,570.00 

2.626 

2.534 

Wheeler     .     . 

3,263,463.00 

.643 

1.189 

Yamhill     .     . 

13,689,790.00 

2.698 

2.655 

S  507,409,023.00 

100.000 

100.000 
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According  to  this  table  the  seventeen  counties  of  lesser  wealth 
would  have  paid  under  the  apportionment-by-valuation  plan 
a  total  of  19.27  per  cent  of  the  state  taxes ;  under  this  appor- 
tionment-by-expenditure plan  (expenses  of  county  government 
only  included)  the  same  counties  would  have  paid  28.07  per 
cent  of  such  taxes.  Correspondingly,  by  this  expenditure  plan 
the  sixteen  counties  of  greater  wealth  would  have  had  their 
total  proportion  of  the  state  taxes  reduced  from  80.73  to  71.93 
per  cent.  Thus  the  seventeen  smaller  comities  would  have 
found  their  state  taxes  increased  45.67  per  cent,  while  there 
would  have  been  a  10.90  per  cent  reduction  in  the  amount  to 
be  paid  by  the  sixteen  larger  counties. 

The  following  table  shows :  the  total  value  of  taxable  prop- 
erty of  each  county  in  Oregon  for  the  year  1910,  as  equalized 
by  the  Board  of  State  Tax  Commissioners ;  the  percentage  of 
state  tax  paid  by  each  county  on  the  basis  of  such  equalized 
valuations ;  also  the  percentage  each  county  would  have  paid, 
if  the  apportionment  had  been  based  on  the  total  of  revenues 
collected  through  taxes  levied  for  all  purposes  in  each  county 
during  the  years  1906  to  1910  inclusive. 


Total  Value  of  Tax- 
able Property,  1910,  as 

Percentage  paid 

Percentage  tf 

Counties 

Equalized  by  Board 

ON  Equalized 

BASED  ON  Total 

OF  State  Tax  Com- 

Valuations 

OF  Revenues 
Collected 

missioners 

Baker    .... 

S21,330,325.00 

2.525 

2.658 

Benton 

11,175,424.00 

1.323 

1.177 

Clackamas 

28,587,376.00 

3.384 

3.553 

Clatsop 

20,423,452.00 

2.417 

3.009 

Columbia 

14,553,222.00 

1.722 

1.740 

Coos     .     . 

19,171,870.00 

2.269 

3.063 

Crook    .     . 

10,191,023.00 

1.206 

1.264 

Curry    .     . 

3,322,550.00 

.393 

.332 

Douglas     . 

30,270,692.00 

3.583 

3.024 

Gilliam 

8,790,597.00 

1.040 

.766 

Grant    .     . 

7,065,396.00 

.836 

1.143 

Harney 

7,282,233.00 

.862 

.736 

Hood  River 

9,302,618.00 

1.101 

.995 

Jackson 

28,901,108.00 

3.421 

3.064 

Josephine  . 

10,501,937.00 

1.243 

1.237 

Klamath    . 

12,757,202.00 

1.510 

1.507 

Lake      .     . 

0,893,134.81 

.816 

.653 
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Total  Value  of  Tax- 
able Property,  1910,  as 

Percentage   paid 

Percentage  if 

Counties 

Equalized  by  Boaud 

on  Equalized 

BABED   ON     1  OTAL 

of  St.ate  Tax  Com- 

Valuations 

OF    IvEVENUES 

Collected 

MIB8IONER8 

Lane      .... 

S  34,473,995.00 

4.080 

3.953 

Lincoln 

6,608,982.00 

.782 

.672 

Linn      .     . 

28,631,331.00 

3.389 

2.964 

Malheur    . 

9,115,664.00 

1.079 

1.143 

Marion 

39,507,190.00 

4.676 

4.174 

Morrow     . 

9,715,991.00 

1.150 

.940 

Multnomah 

300,883,190.00 

35.612 

37.786 

Polk      .     . 

16,304,732.00 

1.930 

1.722 

Sherman    . 

7,687,605.00 

.910 

.721 

Tillamook . 

13,576,482.00 

1.607 

1.674 

Umatilla    . 

39,060,866.00 

4.623 

3.831 

Union   .     . 

20,366,503.00 

2.411 

2.617 

Wallowa    . 

10,233,109.00 

1.211 

1.300 

Wasco  .     . 

13,660,175.00 

1.617 

1.461 

Washington 

20,867,892.00 

2.470 

2.179 

Wheeler     . 

4,021,182.00 

.476 

.519 

Yamhill     . 

19,552,659.93 

2.326 

2.423 

S  844,887,708.74 

100.000 

100.000 

According  to  this  table  the  seventeen  counties  of  lesser  wealth 
paid,  under  the  apportionment-by-valuation  plan,  a  total  of 
17.55  per  cent  of  the  state  taxes ;  under  the  apportionment-by- 
expenditure  plan,  with  all  expenses  of  taxing  districts  within 
each  county  included,  the  same  counties  would  have  paid  16.78 
per  cent  of  such  taxes.  Correspondingly,  with  this  plan  of  ap- 
portionment by  expenditures,  the  seventeen  counties  of  greater 
wealth  would  have  had  their  proportion  of  the  state  taxes  in- 
creased from  82.45  to  83.22  per  cent.  Thus  the  seventeen 
smaller  counties  would  have  found  their  state  taxes  reduced 
4.37  per  cent,  while  there  would  have  been  a  .93  per  cent  in- 
crease in  the  amount  to  be  paid  by  the  seventeen  larger  counties. 

In  comparison  of  percentages,  county  by  county,  the  latter 
table  shows  results  more  uniform  and  equitable  than  does  the 
former.  Admitting  that  the  Oregon  scheme  of  apportioning 
state  requirements  in  proportion  to  county  expenditures  was 
imperfect  and  somewhat  illogical,  its  failure  should  not  in  any 
sense  be  considered  an  argument  against  the  general  plan.  It 
appears  that,  properly  dra^\Ti,  the  apportionment  being  based 
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on  the  total  of  public  revenues  collected  or  expenses  incurred 
for  all  purposes  in  each  county,  the  plan  would  work  with  ap- 
proximate uniformity  and  fairness.  Statistical  evidence  in  Ore- 
gon is  to  this  effect. 

Constitutional  Amendments;  Initiative  and  Referendum 

Prior  to  the  adoption  of  the  initiative  and  referendum  pro- 
visions in  1902,  amendment  of  the  Constitution  of  Oregon  in- 
volved a  slow  and  rather  difficult  procedure.  It  was  required 
that  a  measure  for  such  purpose  should  be  approved  by  a 
majority  of  each  house  in  two  successive  legislative  assemblies, 
and  then  be  ratified  by  a  majority  of  the  electors  at  a  general 
election. 

Until  the  adoption  of  the  initiative  and  referendum  the 
Constitution  of  Oregon  had  never  been  amended ;  in  fact,  the 
people  formerly  appeared  to  look  with  disfavor  on  such  changes. 
A  rather  amusing  circumstance  is  illustrative  of  this  state  of 
mind.  Oregon  was  admitted  to  the  Union  in  1859,  and  the 
Constitution  then  approved  contained  a  section  providing  that 
"No  free  negro  or  mulatto,  not  residing  in  this  State  at  the  time 
of  the  adoption  of  this  Constitution,  shall  come,  reside,  or  be 
within  this  State,  or  hold  any  real  estate,  or  make  any  con- 
tracts, or  maintain  any  suit  therein ;  ..."  Of  course  this 
section  was  abrogated  by  the  fourteenth  amendment  to  the 
Constitution  of  the  United  States.  But  when  attempt  was 
made  to  eliminate  it,  after  a  joint  resolution  for  that  purpose 
had  been  approved  by  two  legislative  assemblies,  the  proposi- 
tion was  defeated  at  the  polls,  and  this  dead-letter  section  still 
remains  in  the  Constitution  of  Oregon. 

With  the  adoption  of  the  initiative  and  referendum,  it  became 
much  easier  to  submit  and  secure  constitutional  amendments; 
also  it  seems  the  people  soon  took  a  different  viewpoint  in  ref- 
erence to  such  changes.  Under  the  initiative  there  is  no  es- 
sential difference,  in  manner  of  submission  and  enactment, 
between  a  constitutional  provision  and  any  ordinary  general 
statute.  Either  may  be  submitted  by  the  legislative  assembly 
or  by  petition.  And  the  same  number  of  signatures  on  an  ini- 
tiative petition,  eight  per  cent  of  the  whole  number  of  votes 
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cast  for  Justice  of  the  Supreme  Court  at  the  regular  election 
last  preceding,  is  required  in  either  case.  Both  constitutional 
amendments  and  other  laws  are  adopted  or  enacted  by  an  af- 
firmative majority  of  those  voting  on  the  same. 

Initiative  Tax  Measures  of  1906 

Soon  after  the  new  system  of  legislation  had  been  put  in  work- 
ing order  in  Oregon,  measures  relating  to  taxation  appeared. 
There  were  proposed  by  initiative  petitions,  and  enacted  at  the 
general  election  of  1906,  laws  providing  for  annual  license  taxes 
of  three  per  cent  on  the  gross  receipts  of  express,  sleeping  car, 
refrigerator  car,  and  oil  companies,  with  similar  taxes  of  two  per 
cent  on  the  gross  receipts  of  telephone  and  telegraph  companies. 
These  laws  are  held  to  have  been  impliedly  repealed  by  pro- 
visions of  the  general  tax  code,  as  re\ased  by  the  legislative 
assembhes  of  1907  and  1909,  requiring  inclusion  of  values  of 
franchises  in  all  assessments  made  by  county  assessors  or  by 
the  board  of  state  tax  commissioners. 

Single  Tax  Amendment  Proposed 

On  January  28,  1908,  there  was  filed  with  the  Secretary  of 
State  an  initiative  petition  which  is  considered  "the  first  overt 
move  for  a  modification  of  the  state  system  of  taxation  in,  the 
direction  of  the  single  tax."  ^  The  amendment  to  the  Con- 
stitution of  Oregon  proposed  by  this  petition  read  as  follows  : 

Article  IX,  Section  1.  "The  Legislative  Assembly  shall  pro- 
vide by  law  for  uniform  and  equal  rate  of  assessment  and  taxa- 
tion ;  and  shall  prescribe  such  regulations  as  shall  secure  a 
just  valuation  for  taxation  of  all  property,  both  real  and  per- 
sonal, excepting  that  all  dwelling  houses,  barns,  sheds,  out- 
houses and  all  other  appurtenances  thereto,  all  machinery  and 
buildings  used  exclusively  for  manufacturing  purposes  and  the 
appurtenances  thereto,  all  fences,  farm  machinery  and  appli- 
ances used  as  such,  all  fruit  trees,  vines,  shrubs,  and  all  other 
improvements  on  farms,  all  live  stock,  all  household  furniture 
in  use,  and  all  tools  o^Tied  by  workmen  and  in  use,  shall  be 
exempt  from  taxation ;  excepting  also  such  property  for  mu- 

1  "The  Single  Tax  Movement  in  Oregon,"  Professor  F.  G.  Young  in 
American  Economic  Review,  September,  1911. 
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nicipal,  educational,  literary,  scientific,  religious  or   charitable 
purposes,  as  may  be  specially  exempted  by  law." 

This  amendment  was  proposed  by  a  body  of  single  taxers 
working  under  the  name  of  "  The  Oregon  Tax  Reform  Associa- 
tion." Its  supporters  frankly  proclaimed  it  a  single  tax  meas- 
ure. The  argument  submitted  by  the  above-named  association, 
and  published  in  the  official  pamphlet  along  with  the  text  and 
ballot  title  of  the  proposed  amendment,  begins  with  the  bold 
declaration : 

"  The  proposed  amendment  is  a  step  in  the  direction  of  the 
Single  Tax.  If  adopted  it  would  exempt  most  personal  prop- 
erty and  improvements  from  taxation,  and  the  argument  sub- 
mitted has  in  view  that  all  such  property  will  ultimately  be 
exempted.  It  does  not  exempt  business  buildings,  merchan- 
dise, cash,  improvements  of  public  service  corporations,  and  a 
few  other  articles  of  personalty  and  improvements." 

For  a  single  tax  measure  the  amendment  proposed  contained 
some  peculiar  features.  "It  is  evident  that  a  sharp  discrimi- 
nation was  attempted  between  mercantile,  banking  and  trans- 
portation pursuits  on  the  one  hand  and  manufacturing  industries 
on  the  other.  The  buildings  and  machinery  of  the  latter  were 
to  be  exempt,  while  the  buildings,  capital,  and  stock  of  the  former 
were  to  remain  subject  to  taxation."  ^  Also  exemption  was 
to  extend  to  many  forms  of  tangible  personal  property ;  but 
intangible  personalty,  such  as  money  and  credits,  was  to  con- 
tinue subject  to  taxation  under  the  old  general  property  system. 
The  advocates  of  the  measure  did  not  give  definite  reasons  for 
these  distinctions  or  attempt  to  harmonize  them  with  the  single 
tax  theory. 

This  proposed  amendment  was  defeated  in  the  regular  gen- 
eral election  of  1908  by  a  vote  of  32,066  ayes,  60,871  noes. 

Tax  Amendments  Submitted  hy  Legislative  Assembly  of  1909 

The  Legislative  Assembly  of  1909  proposed  as  amendments 
to  the  Constitution  of  Oregon  the  following : 

Article  I,  Section  32.  "No  tax  or  duty  shall  be  imposed 
without  the  consent  of  the  people  or  their  representatives  in  the 

>  "Single  Tax  Movement  in  Oregon,"  Professor  F.  G.  Young,  in 
American  Economic  Review,  September,  191 L 
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Legislative  Assembly.  Taxes  shall  be  levied  and  collected  for 
public  purposes  only,  and  the  power  of  taxation  shall  never  be 
surrendered,  suspended,  or  contracted  away." 

Article  IX,  Section  1.  "The  Legislative  Assembly  shall,  and 
the  people  through  the  initiative  may,  provide  by  law  a  uniform 
rule  of  taxation,  except  on  property  specifically  taxed.  Taxes 
shall  be  levied  on  such  property  as  shall  be  prescribed  by  law. 
The  legislature,  or  the  people  through  the  initiative,  may  pro- 
vide for  the  levy  and  collection  of  taxes  for  state  purposes  and 
for  county  and  for  other  municipal  purposes  upon  different 
classes  of  property,  and  may  provide  for  the  ascertainment, 
determination,  and  application  of  an  average  rate  of  levy  and 
taxation  upon  property  taxed  for  state  purposes.  The  legis- 
lative power  may  provide  for  the  apportioning  of  any  state  tax 
among  the  several  counties  as  county  obligations  to  the  State 
by  reasonable  and  equitable  rules." 

These  sections  had  been  carefully  prepared  by  competent 
authorities,  and  were  well  designed  to  prepare  the  way  for 
rational  tax  reform  in  Oregon.  But  both  propositions  were 
defeated  at  the  general  election  in  November,  1910.  It  is 
probable  that  this  result  was  due  to  the  fact  that  their  purpose 
and  the  wisdom  of  their  enactment  were  not  fully  understood 
and  appreciated. 

Tax  Amendment  Adopted  at  Last  Election 

There  was  proposed  by  initiative  petition  and  submitted  to 
the  electors  in  November,  1910,  a  third  measure  for  a  constitu- 
tional amendment  relating  to  taxation,  as  follows : 

Article  IX,  Section  la.  "No  poll  or  head  tax  shall  be  levied 
or  collected  in  Oregon ;  no  bill  regulating  taxation  or  exemption 
throughout  the  State  shall  become  a  law  until  approved  by  the 
people  of  the  State  at  a  regular  general  election ;  none  of  the 
restdctions  of  the  Constitution  shall  apply  to  measures  approved 
by  the  people  declaring  what  shall  be  subject  to  taxation  or 
exemption  and  how  it  shall  be  taxed  or  exempted,  whether 
proposed  by  the  Legislative  Assembly  or  by  initiative  petition ; 
but  the  people  of  the  several  counties  are  hereby  empowered 
and  authorized  to  regulate  taxation  and  exemptions  within 
their  several  counties,  subject  to  any  general  law  which  may  be 
hereafter  enacted." 

This  proposition  had  an  attractive  ballot  title,  as  follows: 
"For  constitutional  amendment  providing  for  the   people   of 
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each  county  to  regulate  taxation  and  exemptions  within  the 
county,  regardless  of  constitutional  restrictions  or  state  statutes, 
and  abolishing  poll  or  head  tax."  The  vote  stood  44,171  ayes, 
42,127  noes,  with  33,950  not  voting.  Thus  the  Constitution  of 
Oregon  was  amended  by  an  affirmative  vote  representing 
slightly  less  than  37  per  cent  of  the  total  number  of  ballots  cast 
in  the  election. 

Those  who  advocated  the  single  tax  measure  in  1908  were 
earnest,  but  cautious,  supporters  of  this  amendment.  Unlike 
the  frank  avowal  of  two  years  before  that  their  measure  was 
"a  step  in  the  direction  of  the  Single  Tax,"  that  feature  was 
not  given  prominence  during  the  1910  campaign.  Not  until 
after  election  was  the  new  amendment  proclaimed  "the  entering 
wedge  for  the  single  tax." 

The  argument  for  this  measure  published  in  the  official 
pamphlet  was  submitted  by  a  joint  committee  of  the  Oregon 
State  Federation  of  Labor  and  the  Central  Labor  Council  of 
Portland  and  Vicinity.  In  this  argument  of  some  six  or  seven 
hundred  words  the  term  "single  tax"  was  not  used,  nor  was  any- 
thing said  from  which  the  average  reader  might  suspect  that 
the  proposed  amendment  had  any  relation  to  single  tax.  Special 
attention  was  directed  to  the  iniquities  of  a  poll  tax ;  it  was 
urged,  briefly,  that  the  Legislature  should  be  deprived  of  the 
right  to  make  laws  regulating  taxation  and  exemption ;  and  a 
paragraph  was  devoted  to  the  "county  home  rule  provision" 
by  which  "  different  methods  and  systems  of  taxation  and  exemp- 
tion" could  "be  tried  on  a  small  scale." 

Representatives  of  the  Fels  Fund  Commission  took  a  promi- 
nent part  in  the  campaign  for  this  amendment,  issuing  a  130- 
page  pamphlet,  which  was  widely  distributed.  On  page  3  of 
the  published  proceedings  of  the  Single  Tax  Conference  held 
in  New  York  City,  November  19  and  20,  1910,  under  the  aus- 
pices of  the  Joseph  Fels  Fund  Commission  appears  this  state- 
ment:  "The  tax  campaign  in  Oregon  up  to  December  1,  1910, 
cost  $16,775,  which  was  paid  out  of  the  Joseph  Fels  Fund." 

Notwithstanding  the  various  interests  and  agencies  which 
supported  this  amendment,  in  either  active  or  tacit  manner, 
the  people  of  Oregon  generally  came  to  know  much  more  of  its 
real  purpose  soon  after  its  adoption  than  they  were  able  to  find 
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out  during  the  campaign.  Interest  in  local  (county)  option  or 
home  rule  in  taxation  was  made  to  order.  It  is  indeed  doubt- 
ful that  there  is  or  ever  has  been  in  Oregon  any  real  demand  for 
local  option  in  taxation  except  to  promote  the  single  tax  pro- 
gram. We  have  now  come  to  look  on  "  local  option  in  taxation  " 
and  "single  tax  "  as  terms  practically  sjmonymous. 

County  Tax  Measures  Pro-posed 

Taking  early  advantage  of  this  local  option  amendment, 
a  measure  providing  approximately  for  the  single  tax  system 
has  been  prepared  for  submission  separately,  in  several,  perhaps 
all,  of  the  counties  at  the  regular  election  in  November,  1912. 
Initiative  petitions  for  this  purpose  have  already  been  circu- 
lated, and  the  required  signatures  secured,  in  Clackamas  County. 
The  bill  accompanying  these  petitions  is  for  a  local  law,  as 
follows : 

"Section  1.  That  all  business,  labor,  trades,  occupations, 
professions,  and  the  right  to  conduct,  work  at  or  practice  the 
same ;  and  all  forms  of  personal  property ;  and  all  improve- 
ments on,  in  and  under  all  lands  shall  be  and  hereby  are  exempted 
from  taxation  for  any  purpose  within  Clackamas  County,  and  no 
tax  shall  be  imposed  upon  any  trade,  labor,  business,  occupation 
or  profession  under  the  pretext  of  a  license  or  the  exercise  of  the 
police  power  within  said  county;  but  in  its  application  to 
licenses  and  permits  this  is  intended  only  to  prevent  the  rais- 
ing of  revenue  from  such  licenses  and  permits,  and  to  prevent 
exacting  of  fees  therefor  greater  than  the  cost  of  issuing  the 
permit  or  Hcense,  and  is  not  intended  to  impair  the  police 
power  of  the  county,  city,  or  state." 

"Section  2.  All  taxes  within  Clackamas  County  shall  be 
levied  on  and  collected  from  the  assessed  values  of  all  lands, 
water  powers,  deposits,  natural  growths,  and  other  natural 
resources,  and  on  and  from  the  assessed  values  of  public  serv- 
ice corporation  franchises  and  rights  of  way.  This  act  does 
not  affect  corporation  license  fees  and  inheritance  taxes  col- 
lected directly  by  the  State,  nor  such  lands  as  are  used  only  for 
municipal,  educational,  literary,  scientific,  religious  or  char- 
itable purposes,  already  exempt  from  taxation  by  law." 

Question  has  arisen  whether  the  general  laws  carrying  out 
the  initiative  and  referendum  provisions  of  the  Constitution 
are  broad  enough  to  cover  these  county  tax  measures  and  pro- 
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vide  a  method  for  their  submission.  There  is  also  a  question 
as  to  the  meaning  of  the  last  clause  of  the  new  tax  amend- 
ment, viz. :  "But  the  people  of  the  several  counties  are  hereby 
empowered  and  authorized  to  regulate  taxation  and  exemptions 
within  their  several  counties,  subject  to  any  general  law  which 
may  be  hereafter  enacted."  The  question  is  whether  the 
method  in  which  taxation  may  be  regulated  by  the  people 
of  the  county,  or  the  county  tax  law  itself,  or  both,  are  "sub- 
ject to  any  general  law  which  may  be  hereafter  enacted." 

These  questions  will  be  settled  by  the  Oregon  Supreme  Court 
at  an  early  date,  on  issue  arising  from  the  attempt  to  file  the 
Clackamas  County  petitions,  above  mentioned.  In  case  the 
county  tax  measures  cannot  be  submitted  under  existing  laws, 
attempt  may  be  made  to  secure,  through  the  initiative,  a 
law  for  this  purpose.  Also  in  the  same  event  the  advocates 
of  single  tax  will  doubless  initiate  a  state-wide  measure  for 
the  election  in  November,  1912. 

Tax  Amendments  Proposed  by  Legislative  Assembly  of  1911 

The  legislature  meeting  in  January,  1911,  found  itself  rather 
securely  tied  as  far  as  tax  legislation  was  concerned  by  this 
constitutional  amendment  adopted  at  the  election  two  months 
before.  No  laws  were  enacted  regulating  taxation.  How- 
ever, three  resolutions,  submitting  to  the  people  at  the  elec- 
tion in  November,  1912,  proposed  constitutional  amendments, 
were  adopted.     The  sections  proposed  are  as  follows : 

Article  I,  Section  32.  "No  tax  or  duty  shall  be  imposed 
without  the  consent  of  the  people  or  their  representatives  in 
the  Legislative  Assembly.  Taxes  shall  be  levied  and  collected 
for  public  purposes  only,  and  the  power  of  taxation  shall  never 
be  surrendered,  suspended,  or  contracted  away.  All  taxes 
shall  be  uniform  upon  the  same  class  of  property  within  the 
territorial  limits  of  the  authority  levying  the  tax." 

Article  IX,  Section  1.  "The  Legislative  Assembly  shall, 
and  the  people  through  the  initiative  may,  provide  by  law  uni- 
form rules  of  taxation,  except  on  property  specifically  taxed. 
Taxes  shall  be  levied  on  such  property  as  shall  be  prescribed 
by  law.  The  Legislative  Assembly,  or  the  people  through  the 
initiative,  may  provide  for  the  levy  and  collection  of  taxes 
for  state  purposes  and  for  county  and  for  other  municipal  pur- 
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poses  on  different  classes  of  property,  and  may  provide  for  the 
ascertainment,  determination,  and  application  of  an  average 
rate  of  levy  and  taxation  on  property  taxed  for  state  purposes. 
The  Legislative  Assembly,  or  the  people  through  the  initiative, 
may  provide  by  reasonable  and  equitable  rules  for  the  apportion- 
ing of  any  state  tax  among  the  several  counties  as  county  obli- 
gations to  the  State." 

Article  IX,  Section  la.  "No  poll  or  head  tax  shall  be  levied 
or  collected  in  Oregon.  The  Legislative  Assembly  shall  not  de- 
clare an  emergency  in  any  act  regulating  taxation  or  exemp- 
tion." 

The  first  two  amendments  proposed  are  substantially  the 
same  as  those  offered  by  the  legislative  assembly  of  1909 
and  defeated  at  the  election  of  1910.  The  purpose  of  the 
third  proposition  is  to  amend  the  recently  adopted  tax  section 
by  eliminating  the  county  option  feature  and  by  restoring  to 
the  legislative  assembly  the  right  to  make  tax  laws,  with  the 
restriction  that  no  such  law  shall  carry  an  emergency  and  thus 
escape  a  possible  reference  to  the  people;  the  poll  tax  repeal 
to  remain  unchanged. 

The  Legislature  further  provided  a  joint  committee  of  seven 
from  the  House  and  five  from  the  Senate  to  act  in  conjunction 
with  the  Board  of  State  Tax  Commissioners  in  the  prepara- 
tion of  measures  relating  to  taxation,  to  be  submitted  to  the 
people  through  the  initiative.  This  committee  is  now  engaged 
on  the  work  assigned ;  and  ^^'ill  doubtless  offer  a  few  general 
measures  for  the  approval  or  rejection  of  the  people  at  the 
election  of  1912. 

Conclusion 

It  may  appear  that  the  tax  situation  in  Oregon  is  beset 
with  many  uncertainties.  However,  there  is  no  real  cause 
for  alarm.  The  people  of  Oregon  are  giving  more  attention 
than  ever  before  to  matters  of  taxation.  These  questions  are 
being  investigated  and  discussed  in  all  parts  of  the  State. 
Eventually  there  will  come  a  better  understanding  of  both 
principles  and  methods  in  taxation,  accompanied  by  demands 
for  better  laws  and  better  administration. 
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Advantages  of  a  State  General  Property  Tax 

The  great  advantage  of  a  state  general  property  tax  is  in  the 
fact  that  it  is  a  direct  tax  on  all  property  'within  the  juris- 
diction of  the  State. 

A  direct  tax  fixes  responsibility  for  the  tax  rate  and  the 
amount  of  the  levy  directly  upon  those  who  vote  the  tax. 
In  abolishing  the  direct  state  general  property  tax  this  re- 
sponsibility for  state  expenditures  should  be  maintained. 

The  economic  value  of  responsible  management  is  well 
demonstrated  in  every  productive,  distributive,  and  financial 
undertaking.  No  argument  should  be  needed  to  prove  its 
worth  in  the  management  of  public  business. 

Every  effort  to  shirk  this  responsibihty  gives  testimony  to  prove 
its  value.  When  the  demand  for  the  repeal  of  a  state  general 
property  tax  is  stripped  of  its  subterfuge  and  is  shown  in  its  true 
character  as  a  demand  to  be  relieved  of  responsibility  for  waste- 
ful and  extravagant  expenditures,  the  wrong  policy  of  attempt- 
ing to  secure  all  state  revenue  from  special  sources,  entered 
upon  by  some  States,  will  be  repudiated.  This  vnU.  clear  the 
way  for  the  adoption  of  a  sound  policy  of  direct  responsibility 
to  the  people  for  every  increase  in  taxation.  If  state  expendi- 
tures are  no  more  than  are  necessary  for  a  thrifty  manage- 
ment of  state  affairs,  there  ^ill  be  no  complaint  from  the  peo- 
ple. But  if  they  are  wasteful  and  extravagant,  there  ought 
to  be  complaint,  and  there  will  be.  To  escape  this  complaint 
is  the  precise  purpose  of  those  who  are  responsible  for  levying 
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new  special  state  taxes,  and  for  increasing  the  rates  of  exist- 
ing taxes. 

If  no  check  is  placed  upon  the  irresponsible  use  of  the  tax- 
ing power,  no  one  can  say  how  soon  history  will  repeat  itself 
in  any  State  by  the  levying  of  new  special  taxes  or  by  increas- 
ing old  ones,  one  or  both. 

Levying  a  tax  without  direct  responsibility  for  the  act  is  an 
arbitrary  use  of  the  taxing  power. 

Checking  the  arbitrary  use  of  the  taxing  power  is  the  only 
way  in  which  wasteful  and  extravagant  expenditures  can  be 
checked. 

It  is  difficult  for  members  of  a  state  Legislature  to  keep  state 
expenditures  within  the  limits  of  state  income  when  working 
under  conditions  of  full  direct  responsibility  to  their  constitu- 
ents. When  relieved  from  such  responsibility,  it  is  abso- 
lutely impossible  for  them  to  do  so. 

The  only  way  in  which  the  arbitrary  use  of  the  taxing  power 
can  be  effectually  checked  is  to  establish  and  maintain  di- 
rect responsibility  for  the  use  made  of  it.  This  is  accomplished 
by  a  direct  state  general  property  tax. 

When  the  State  must  have  more  money,  fix  direct  respon- 
sibility for  voting  the  increased  tax  upon  the  members  of  the 
Legislature  by  requiring  them  to  secure  the  money  needed 
by  voting  a  direct  state  tax.  If  members  of  the  Legislature 
cannot  justify  such  a  tax,  they  cannot  justify  the  appropria- 
tions that  made  it  necessary.  This  check  upon  the  arbitrary 
use  of  the  taxing  power  is  the  most  valuable  characteristic 
of  the  general  property  tax. 

Dissatisfaction  -with  the  general  property  tax  is  due  to  the 
fact  that  it  is  a  direct  tax  which  taxpayers  feel.  This  causes 
them  to  criticize  the  methods  by  which  it  is  levied  and  the 
purposes  for  which  it  is  collected. 

Disadvantage  of  a  State  General  Property  Tax 

Justice  in  taxation  can  never  be  realized  by  any  State  so 
long  as  it  levies  a  general  property  tax  for  state  purposes. 

Justice  in  taxation  is  established  only  when  all  property 
subject  to  an  ad  valorem  tax  within  the  jurisdiction  of  the 
taxing  district  is  assessed  at   full  value.     Such   an  assessment 
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equalizes  all  values  as  between  taxpayers.     Equal  valuation 
is  the  foundation  upon  which  just  taxation  must  be  based. 

Value  is  not  a  concrete  fact.  It  is,  and  must  always  be, 
an  expression  of  opinion.  Values  can  be  determined  more 
equitably  for  property  within  the  jurisdiction  of  a  small  tax- 
ing district  than  for  a  large  district  or  a  combination  of  dis- 
tricts. 

The  task  of  placing  all  of  the  property  A\ithin  the  jurisdic- 
tion of  a  county  on  the  county  tax  list  at  full  value,  or  any 
uniform  per  cent  of  full  value,  is  an  exceedingly  difficult  under- 
taking. To  accomplish  this  purpose  for  a  taxing  district  in- 
cluding all  counties  within  a  State  increases  the  difficulty  in 
ratio  to  the  number  of  counties.  This  renders  the  task  im- 
possible of  accomplishment. 

The  levying  of  a  state  general  property  tax  compels  the 
State  to  undertake  the  impossible  task  of  equalizing  the  valu- 
ations of  all  property  throughout  the  State.  The  State  under- 
takes to  do  this  through  the  administration  of  State  Boards 
of  Equalization  or  State  Tax  Commissions. 

State  Boards  of  Equalization  and  State  Tax  Commissions 
attempt  to  secure  the  equal  valuation  of  all  property  through- 
out the  State  by  ordering  horizontal  increases  in,  or  deduc- 
tions from,  the  total  tax  list  of  all  local  taxing  districts. 

If  the  tax  list  of  a  local  taxing  district  contains  valuations 
that  are  unequal  as  between  taxpayers,  a  horizontal  increase 
in,  or  deduction  from,  such  valuations,  ordered  by  a  State 
Board  of  Equahzation,  or  by  a  State  Tax  Commission,  does 
not  correct,  it  confirms,  all  such  unequal  valuations.  It  is 
impossible  to  establish  justice  in  taxation  by  this  method. 

Dissatisfaction  with  the  evils  inseparable  from  the  levying 
of  a  state  general  property  tax  has  forced  some  States  to  seek 
a  means  by  which  to  abolish  this  tax. 

It  is  obvious  that  a  general  property  tax  can  be  levied 
locally,  in  relatively  small  taxing  districts,  much  more  satis- 
factorily than  by  the  State.  It  is  therefore  conceded  to  be 
necessary  to  find  a  substitute  for  a  state  general  property  tax 
in  order  to  establish  separate  state  and  local  jurisdictions  over 
the  subjects  of  taxation  so  that  the  same  subjects  shall  not 
be  taxed  by  more  than  one  taxing  authority  at  the  same  time. 
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The  Substitution  of  Special  State  Taxes  for  a  Direct  State  Gen- 
eral Property  Tax  is  a  Wrong  Policy 

To  avoid  the  evils  of  a  direct  state  general  property  tax, 
and  to  relieve  themselves  from  direct  responsibility  for  state 
expenditures,  some  state  Legislatures  have  adopted  the  un- 
sound and  unnecessary  policy  of  attempting  to  derive  all  state 
revenue  from  special  state  taxes. 

The  policy  of  obtaining  state  revenue  exclusively  from  special 
sources  is  wrong.  It  relieves  members  of  state  legislatures  from 
direct  responsibility  to  their  constituents  for  the  amount  of  state 
expenditures.  This  tends  to  induce  extravagance  and  waste. 
Under  the  momentum  of  this  tendency  it  is  certain  that  the 
day  will  come  when  the  demand  for  "more  money"  will  force 
a  search  for  new  subjects  for  special  state  taxation,  or  an  in- 
crease in  existing  special  tax  rates  to  the  highest  point  the 
subject  will  bear,  or  a  return  to  a  direct  general  property  tax. 

Every  special  state  tax  successfully  laid,  every  increase  in 
a  special  state  tax,  successfully  made,  places  an  added  obsta- 
cle in  the  way  of  abandoning  a  wrong  policy  and  the  adoption 
of  a  correct  and  sound  policy.  This  fact  is  demonstrated  by 
the  experience  of  every  State  that  has  tried  the  policy  of  obtain- 
ing all,  or  nearly  all,  state  revenues  from  the  taxation  of  spe- 
cial sources.     It  is  demonstrated  by  the  experience  of  Ohio. 

Ohio  Warned 

Ohio  started  on  the  unfortunate  experiment  of  attempting 
to  derive  all  state  revenue  from  special  sources  by  the  enact- 
ment, in  1902,  of  a  law  assessing  a  new  state  tax  upon  the 
capital  stock  of  business  corporations ;  by  increasing  the  gross 
earnings  tax  on  public  service  corporations  by  one  hundred  per 
cent  and  extending  its  operation  to  include  all  public  utility 
corporations,  and  by  increasing  and  appropriating  for  state 
purposes  the  entire  revenue  derived  from  the  taxation  of  in- 
surance companies. 

In  opposing  the  enactment  of  these  measures,  I  then  made 
the  following  statements : 

1.  The  policy  of  seeking  to  abolish  the  state  general  property 
tax  by  means  of  securing  all  revenue  needed  for  state  purposes 
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from  special  sources  cannot  succeed  because  the  absence  of 
direct  pressure  of  the  burden  of  state  taxation  upon  the  peo- 
ple \v\\\  induce  the  Legislature  to  make  extravagant  appro- 
priations. Extravagance,  so  induced,  will  cause  state  expend- 
itures to  grow  faster  than  state  revenues  can  grow.  This 
will  force  an  increase  in  existing  taxes  and  the  imposition  of 
new  taxes  until  such  a  course  can  no  longer  be  pursued. 
The  final  result  will  be  a  return  to  the  general  property  tax 
or  the  adoption  of  the  substitute  therefor  which  I  propose. 

2.  The  policy  of  abolishing  the  state  general  property  tax 
by  means  of  special  taxation  being  pursued  by  New  York  and 
other  States  \y\\\  end  in  failure.  If  the  State  of  Ohio  attempts 
to  pursue  the  same  policy,  it  will  also  end  in  failure. 

3.  The  reasons  for  initiating  and  pursuing  these  measures 
are  purely  political.  They  have  no  foundation  in  a  sound, 
economic  public  policy. 

The  Policy  has  Failed 

In  1890  Connecticut  succeeded  in  abolishing  its  direct  state 
general  property  tax  through  securing  all  state  revenue  by  means 
of  special  taxation. 

In  1909  Coimecticut  reenacted  a  direct  state  general  prop- 
erty tax. 

Mr.  William  H.  Corbin,  State  Tax  Commissioner,  in  his 
oflBcial  report  covering  the  biennial  period  of  1909  and  1910, 
says: 

"The  imposition  of  the  state  tax  on  the  towns'  list  for  1908  and 
1909,  as  corrected  by  the  State  Board  of  Equalization,  has 
restored  a  form  of  tax  which  has  not  been  in  operation  in  this 
State  for  nineteen  years,  and  transcends  the  theory  that  the 
state  and  local  revenues  should  be  derived  from  separate 
sources.  On  the  other  hand,  it  has  apparently  brought  home 
to  the  taxpayers  of  the  toA\Tis,  and  to  the  legislators,  the  evident 
fact  that  all  ex-penditures  of  the  State  should  be  carefully 
watched,  and  that  the  taxpayers  themselves  are  individually 
hable  for  their  portion." 

In  1911  New  York,  after  exploiting  many  subjects  for  special 
taxation  and  levying  existing  taxes  at  rates  as  high  as  they  can 
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be  made  effective,  reenacted  a  direct  state  general  property 
tax. 

In  1911  Ohio  increased  its  special  tax  rates  to  the  limit.  The 
next  Legislature  of  that  State  will  be  compelled  to  levy  a  direct 
state  general  property  tax  or  adopt  the  substitute  I  propose. 

A  State  Tax  on  Local  Government  Incomes  Proposed  as  a  Prac- 
tical Substitute  for  a  State  General  Property  Tax 

As  a  satisfactory  substitute  for  a  direct  state  general  prop- 
erty tax,  I  propose  a  direct  state  tax  levied  on  the  incomes  of 
all  local  governments,  from  whatever  source  derived. 

By  adopting  this  proposition,  counties,  or  such  other  mu- 
nicipal unit  as  the  political  subdivision  of  the  State  may  render 
most  available,  can  be  made  the  unit  of  local  taxation. 

The  adoption  of  this  policy  will  render  possible  the  practical 
application  of  the  principles  that  no  subject  should  be  directly 
taxed  by  more  than  one  taxing  authority  at  the  same  time,  and 
that  the  subjects  of  taxation  reserved  as  exclusive  sources  of 
revenue  for  a  taxing  district  should  be  those  with  which  the 
taxing  authorities  of  the  taxing  district  are  in  the  best  position 
to  deal  intelligently  and  justly. 

The  general  property  tax  is  always  levied  as  an  emergency 
or  deficiency  tax.  The  amount  of  revenue  required  by  a  State, 
to  be  raised  by  a  direct  general  property  tax,  is  the  net  amount 
required  after  deducting  from  total  requirements  the  total  in- 
come available  from  all  other  sources.  The  difference  will  be 
the  amount  of  the  deficit  that  must  be  provided  for  by  levying 
a  direct  general  property  tax  on  the  total  tax  list  of  the  State, 
at  a  rate  that  will  produce  revenue  equal  in  amount  to  the 
amount  of  the  deficit.  In  this  case,  as  in  the  case  of  all  local 
governments,  the  total  of  the  tax  list  and  the  amount  of  rev- 
enue required  will  fix  the  tax  rate. 

An  identical  procedure  must  be  followed  in  assessing  a  direct 
state  tax  on  the  incomes  of  local  governments.  The  amount 
of  the  state  deficit  will  be  determined  in  precisely  the  same  way. 
The  amount  of  this  deficit  and  the  total  amount  of  the  incomes 
of  all  local  taxing  bodies,  from  whatever  source  derived,  will 
fix  the  rate  of  the  direct  state  local  govci'nnu-nt  income  tax. 
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To  illustrate : 

Total  state  requirements  for  all  purposes     .     .     .     S10,000,000 

Total  state  revenue  from  all  sources,  other  than 

the  general  property  tax 8,000,000 

Deficit  $2,000,000 

Total  revenue  of  all  local  taxing  districts,  from  all 

sources $00,000,000 

Amount  of  revenue  necessary  to  cover  state  deficit 
to  be  raised  either  by  a  direct  state  general 
property  tax,  or  by  a  direct  state  local  gov- 
ernment income  tax $2,000,000 

Rate  of  state  local  government  income  tax  ...  3^  % 

This  statement  clearly  shows  that  wasteful  and  extravagant 
expenditures  by  a  state  Legislature  will  be  reflected  in  the  rate 
of  the  direct  state  local  government  income  tax  in  identically 
the  same  way  in  which  it  is  reflected  in  the  rate  of  a  direct  state 
general  property  tax,  and  that  direct  responsibility  of  members 
of  Legislatures  to  their  constituents  for  state  expenditures  is 
established  and  maintained  by  a  direct  local  government  in- 
come tax  as  clearly  and  effectively  as  it  is  by  a  direct  state  gen- 
eral property  tax. 

No  one  can  intelligently  refuse  to  support  a  measure  designed 
to  secure  the  economic  benefit  of  responsible  management  of 
public  affairs. 

The  adoption  of  a  direct  state  local  government  income  tax 
will  establish  direct  responsibility  of  members  of  state  Legisla- 
tures to  their  constituents,  for  all  state  expenditures,  by  com- 
pelling them  to  bring  the  purpose  and  the  amount  of  such  ex- 
penditures directly  to  the  attention  of  the  people  through  the 
fluctuations  in  the  rate  of  the  direct  state  local  government 
income  tax.  The  adoption  of  this  tax  will  reestablish  this  re- 
sponsibility in  States  where  it  has  been  lost  through  the  adoption 
of  the  policy  of  raising  all  state  revenue  by  special  state  taxes. 

The  adoption  of  a  direct  state  local  government  income  tax 
will  greatly  simplify  many  problems  of  state  and  local  taxation. 

L  It  will  remove  all  friction  between  local  and  state  gov- 
ernments caused  by  undertaking  to  equalize  valuations  between 
all  taxing  districts  in  the  State  for  the  purpose  of  assessing  a 
direct  general  property  tax. 
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2.  It  will  make  it  possible  for  the  State  to  grant  local  gov- 
ernments complete  jurisdiction  over  the  subjects  of  local  taxa- 
tion. 

3.  It  will  place  the  State  and  local  governments  in  a  position 
that  will  enable  them  to  reduce  or  eliminate  every  form  of  tax 
which  tends  to  operate  as  a  restraint  on  production  and  com- 
merce or  to  check  investments  in  industries ;  to  reduce  to  the 
lowest  practicable  rate,  or  to  abolish,  any  tax  that  may  place 
the  people  of  any  locality,  or  of  the  State  as  a  whole,  at  a  dis- 
advantage in  the  fierce  competition  for  commercial  supremacy 
of  municipality  with  municipality,  State  with  State,  nation 
with  nation.  In  no  State  or  country  can  production  and  com- 
merce be  less  restrained  by  taxation  than  in  States  where  no 
subject  is  directly  taxed  by  more  than  one  taxing  authority, 
and  where  the  taxing  authorities  of  each  taxing  district  have 
complete  jurisdiction  over  their  subjects  of  taxation. 

I  first  proposed  a  direct  state  local  government  income  tax 
as  a  substitute  for  a  direct  state  general  property  tax,  in  a  paper 
submitted  to  the  State  Commerce  Convention  of  New  York, 
held  in  Utica,  October  10-12,  1899.  I  was  unable  to  attend 
that  Conference.  I  entrusted  my  paper  to  Dr.  Samuel  Adams 
Robinson,  who  requested  Mr.  Lawson  Purdy  to  read  it  for  me, 
which  he  kindly  did.  I  had  never  met  Mr.  Purdy.  I  met  him 
for  the  first  time  several  weeks  afterwards.  This  was  the  begin- 
ning of  my  acquaintance  with  Mr.  Purdy,  an  acquaintance  that 
has  since  then  always  been  a  source  of  helpful  comfort  and  in- 
spiration to  me.  Since  that  time  this  proposition  has  received 
careful  consideration  by  many  persons  giving  special  attention 
to  the  subject  of  state  and  local  taxation,  but  my  proposal 
has  not  been  properly  api^licd  by  any  State. 

First  Attempt  made  in  the  State  of  Connecticut 

Mr.  William  H.  Corbin,  State  Tax  Commissioner  for  the 
State  of  Connecticut,  caused  a  bill  for  this  purpose  to  be  in- 
troduced in  the  Connecticut  Legislature  for  1911.  This  was 
done  for  educational  purposes.  It  was  not  expected  that  the 
Legislature  would  adopt  this  proposition  on  its  first  presenta- 
tion, and  it  did  not. 
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In  1909  Mr.  Corbin  explained  the  advantages  and  disad- 
vantages of  a  direct  state  local  government  income  tax  as 
follows  : 

"There  is  still  another  way  by  which  the  amount  of  the  state 
tax  to  be  paid  by  the  different  towns  may  be  determined. 
This  is  known  as  the  apportionment-by-expenditure  method, 
which  is  described  as  follows  : 

"At  present  the  state  general  property  tax  would  be  levied 
upon  the  towns  by  apportioning  the  quota  of  each  according 
to  the  assessed  valuation  of  property.  The  apportionment-by- 
expenditure  method  as  opposed  to  the  apportionment-by-val- 
uation method  would  distribute  the  amount  to  be  raised  for 
state  purposes  to  each  town  on  the  basis  of  the  total  expendi- 
tures, or,  what  is  the  same  thing,  on  the  basis  of  the  total  rev- 
enues collected  to  defray  this  expenditure  within  each  town. 
The  advantages  of  this  scheme  are  obvious. 

"First  and  foremost,  it  would  permit  each  locality  to  raise 
its  revenues  as  it  chose  within  certain  broad  lines,  as  laid  down 
by  the  general  law.  The  apportionment  being  no  longer 
according  to  valuation  of  property  in  general,  but  according  to 
expenditures  or  revenues,  it  would  be  immaterial  to  any  section 
of  the  State  how  the  local  revenues  of  any  other  section  were 
raised.  The  important  point  would  be  the  extent  of  the  revenue 
and  not  the  manner  of  raising  it. 

"Second,  even  if  the  general  property  tax  were  retained  for 
the  basis  of  assessment  by  the  localities,  the  apportionment-by- 
expenditure  method  would  result  in  a  more  equitable  distribu- 
tion of  the  burden  than  is  the  case  at  present.  For,  as  has  been 
explained,  it  is  notorious  that  assessments  of  personal  property 
in  the  rural  towns  are  almost  inevitably  higher  when  compared 
to  actual  values  than  is  the  case  in  cities.  On  the  other  hand, 
actual  expenditures  or  revenues  correspond  much  more  nearly 
to  the  taxabihties  of  the  communities.  Hence,  apportionment- 
by-expenditure  would  bring  about  a  more  equitable  distribu- 
tion of  burdens  than  is  the  case  at  present. 

"Third,  the  apportionment-by-expenditure  method  would 
tend  to  economy  in  both  state  and  local  governments.  Local 
extravagance  would,  to  a  slight  degree  at  least,  increase  the 
proportion  of  the  state  burden,  and  state  extravagance  would 
be  directly  reflected  in  a  higher  charge  on  the  localities. 

"Fourth,  the  present  state  board  of  equalization  would  be 
rendered  entirely  unnecessary,  for  the  whole  matter  would  be 
settled  by  a  mere  arithmetical  computation  which  would  leave 
no  room  either  for  favoritism  or  for  unintentional  injustice. 
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"Finally,  since  it  would  be  necessary  to  have  full  statistics 
of  revenues  of  all  local  divisions,  we  should  secure  at  once  a 
system  of  comparative  local  statistics  which  have  hitherto 
been  almost  entirely  wanting  in  most  of  the  States,  and  the  lack 
of  which  is  a  serious  obstacle  to  fiscal  reform. 

Objection 

"The  chief  objection  to  this  scheme  of  apportionment-by- 
expenditure  is  that  it  might  tend  to  prevent  desirable  expendi- 
tures in  the  more  progressive  communities.  The  force  of  this 
objection  is,  however,  not  so  great  as  it  seems.  For  if  the  com- 
munity is  ready  to  subject  itself  to  the  burden  of  a  large  expendi- 
ture for  desirable  aims,  it  will  scarcely  be  checked  by  the  ver}^ 
slight  additional  burden  which  would  result  from  the  increase 
of  the  state  tax.  For  the  local  burden  is  always  very  much 
greater  than  the  state  burden." 

Wrong  Policies  should  be  Abandoned 

Improvements  can  be  made  in  state  and  local  systems  of 
taxation  only  by  abandoning  incorrect  and  adopting  correct 
methods. 

States,  as  well  as  individuals,  demonstrate  their  growth  in 
wisdom  by  abandoning  the  pursuit  of  wrong  policies,  and  there- 
after governing  themselves  by  correct  policies. 

The  experience  of  several  States  that  have  relieved  the  mem- 
bers of  their  Legislatures  from  direct  responsibility  to  the  people 
for  the  amount  of  state  expenditures  demonstrates  that  policy 
to  be  wrong.     This  policy  should  be  abandoned. 

The  first  step  in  a  wrong  direction  is  the  fatal  step.  If  that 
step  is  not  taken,  no  other  step  in  that  direction  can  follow. 

When  the  first  step  in  a  wrong  direction  has  been  taken, 
others  will  probably  follow.  Whenever  the  wrong  direction  is 
discovered,  wisdom  will  instantly  give  the  command  —  Stop! 
correct  the  mistake  that  has  been  made  by  abandoning  a 
wrong  and  adopting  a  correct  policy. 


APPORTIONMENT   OF   STATE   TAXES    ON    THE 
BASIS  OF   LOCAL  REVENUE 

By  William  H.  Corbin 
State  Tax  Commissioner,  Hartford,  Gomi. 

The  practice  of  securing  state  revenue  by  means  of  a  general 
tax  on  the  real  and  personal  property  of  the  towns  or  counties 
throughout  the  State  has  from  the  earliest  times  been  a  strong 
incentive  to  the  taxing  units  to  keep  down  the  valuations  of 
the  local  taxable  property.  This  has  been  done  so  that  that 
particular  unit  would  pay  a  smaller  proportion  of  the  state  tax 
than  the  other  taxing  units  in  the  State. 

The  tradition  and  practice  resulting  therefrom  in  the  towns 
and  counties  of  the  State  having  such  a  tax,  to  maintain  low 
assessed  valuations  of  general  propertj^,  has  caused  great  in- 
equalities in  local  valuations  between  individuals,  and  still 
greater  inequalities  between  towns. 

Up  to  1819  Connecticut  had  a  system  called  the  Faculties 
and  Income  Tax.  It  was  based  upon  the  income  of  certain 
business  people,  and  also  upon  the  income  of  certain  profes- 
sional people ;  ph^'sicians  and  lawyers,  for  example,  were  taxed 
upon  their  "mental  ability."  In  1819  that  system  was  changed 
to  the  general  property  tax,  based  upon  a  certain  percentage 
of  the  value  of  the  propert3\  Between  1850  and  1860  the 
present  system  was  adopted,  requiring  taxation  of  property  at 
its  fair  market  value,  and  requiring  persons  to  hand  in  lists  of 
their  taxable  property.  From  1819  to  1890  there  was  a  state 
tax  upon  the  property  assessed  in  the  different  towns.  There 
was  no  board  of  equalization  for  many  j-ears,  and  the  result  was 
that  great  inequality  developed  in  the  valuations  between  in- 
dividuals and. between  the  taxing  units  or  towns. 

The  writer  was  born  in  one  of  the  smallest  towns  in  the  State 
of  Connecticut,  situated  in  Tolland  County.     It  has  been  the 
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practice  there  for  many  years  to  make  the  assessed  valuations 
on  a  basis  considerably'  less  than  that  of  fair  value,  with  the 
result  that  the  tax  rate  has  been  in  some  years  over  two  per 
cent,  or  over  twenty  dollars  per  thousand.  When  one  of  the 
town  officials  was  asked  why  they  did  not  increase  the  valua- 
tions and  have  a  lower  tax  rate,  he  replied,  "You  remember 
old  Tom  Moore,  don't  you?  He  used  to  tell  us,  'Keep  down 
the  grand  list  and  you  don't  have  to  pay  so  much  state  tax.'" 

The  remedy  that  has  been  tried  to  overcome  these  irregular- 
ities has  been  a  State  Board  of  Equalization.  Its  duty  is  to 
equahze  the  lists  of  the  towns  so  that  they  will  be  on  the  same 
general  basis  of  actual  cash  value. 

When  any  serious  attempt  has  been  made  to  bring  this  about 
in  absolute  justice  to  the  taxing  unit  whose  valuations  are  high, 
there  has  always  been  great  complaint  on  the  part  of  those 
towns  or  counties  to  whose  grand  lists  additions  were  made. 
When  these  taxing  units  are  apparently  satisfied  with  the  ac- 
tion of  the  Board  of  Equalization,  it  is  almost  self-evident  that 
said  board  has  not  attempted  to  make  the  proper  addition  to 
bring  about  equalized  conditions,  the  result  being  that  many 
towns  were  able  to  get  off  with  a  smaller  proportion  of  the  state 
tax  than  they  ought  to  have  paid.  Connecticut  has  realized 
these  unfair  conditions,  and  has  endeavored  to  consider  seri- 
ously some  way  of  obviating  the  same. 

The  Legislature  at  different  times  has  appointed  tax  com- 
missions to  investigate  state  and  local  taxation,  and  all  the  re- 
ports have  borne  witness  to  the  inequality  of  valuations  and 
the  desirability  of  bringing  about  equalized  conditions. 

The  commission  of  1886,  however,  was  apparently  one  of  the 
earliest  to  recommend  a  different  basis  of  apportionment  of  the 
state  tax  than  that  of  the  grand  lists.  The  chairman  of  this 
commission  was  William  C.  Robinson,  then  professor  of  law 
at  Yale,  and  included  in  its  number  was  Simeon  E.  Baldwin, 
now  governor  of  the  State.  The  following  extracts  from  its 
report  are  equally  applicable  to  present  conditions,  although 
the  plan  presented  does  not  seem  to  be  the  fairest. 

"The  first  defect  in  our  present  system  which  challenges 
attention,   consists  in  inequality  of  valuation.     Our  statutes 
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(General  Statutes,  p.  156,  Section  17)  require  all  taxable  property 
to  be  assessed  at  the  'fair  market  value  thereof  and  not  its 
value  at  a  forced  or  auction  sale ' ;  but  it  is  notorious  that  in  no 
town  do  the  assessors  value  real  estate  at  what  they  think  it  is 
fairly  worth.  On  the  contrary,  they  first  make  this  appraisal 
of  its  actual  value,  and  then  put  it  in  the  list  at  a  certain  pro- 
portion of  such  appraisal,  varying  from  twenty-five  to  seventy 
five  per  cent.  Similar  reductions  are  made  in  valuing  personal 
property,  though  with  less  uniformity,  and  so  perhaps  with 
more  injustice. 

"This  is  an  abuse  of  long  standing,  and  it  is  based,  of  course, 
on  the  fact  that  as  each  town  pays  a  state  tax  of  a  fixed  per- 
centage on  its  grand  list,  the  towns  that  figure  down  their 
grand  lists  to  the  lowest  point  will  pay  the  least  to  the  State. 

"If  there  were  no  such  state  tax,  it  would  not  affect  the 
taxpayers  in  any  town  to  have  their  property  listed  at  its  full 
value.  The  higher  the  valuation,  the  less  would  be  the  tax 
rate.  But  as  long  as  the  State  taxes  the  towns  in  the  existing 
way,  so  long  we  may  expect  to  find  local  assessors  violating  their 
duty  by  .systematic  undervaluations,  on  the  plea  that  their 
town  would  otherwise  be  taxed  more  than  others.  This  has 
been  the  result  of  similar  laws,  wherever  they  have  been  enacted 
in  other  States.  New  York  has  followed  this  policy,  and  its 
practical  working  was  thus  described  in  the  debates  of  the 
Constitutional  Convention  of  that  State,  held  in  1867-1868 : 

"  '  I  hold  that  under  our  present  system,  there  is  no  greater  manu- 
factory of  perjury  on  the  face  of  the  earth.  Wliat  is  the  habit  through- 
out the  entire  length  and  breadth  of  the  State  of  New  York  ?  Towns 
are  fighting  towns,  through  their  assessors,  to  get  at  the  lowest  possible 
point  the  assessment  of  their  real  and  personal  property,  for  the  pur- 
pose of  going  up  to  the  board  of  supervisors,  and  in  the  taxation  of 
county  charges,  to  have  their  particular  towns  as  low  as  possible  in 
the  roll  of  taxation.  That  engenders  a  necessity  on  the  part  of  coun- 
ties to  act  in  the  same  way ;  and  you  find  the  counties  cutting  down 
their  assessment  rolls  in  the  equalization  of  valuation  of  their  property 
as  low  as  possible,  so  that  when  the}'  come  up  here  to  Albany  and  ap- 
pear before  the  State  equalization  board,  to  di\ade  the  state  taxation, 
they  shall  pay  the  least  amount  of  tax  they  possibly  can.  There  is  no 
attempt  on  the  part  of  the  assessors  and  supervisors  to  get  at  the  hon- 
est, actual  value  of  the  property  of  the  county,  but  there  is  an  attempt 
to  get  it  at  as  low  a  point  as  possible,  in  order  to  get  an  advantage  over 
neighboring  towms  and  coimties  in  the  operation  of  dividing  the  taxes 
of  the  county  and  State.'  —  (Speech  of  Hon.  Thomas  G.  Alvord, 
Vol.  3,  p.  1935.) 
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"Similar  language  is  found  in  the  report  made  in  1884  by  the 
Special  Commission  appointed  to  consider  the  subject  of  taxa- 
tion in  West  Virginia. 

The  Commission/  the  report  says, '  has  examined  into  this  matter, 
and  finds  that  while  in  some  counties  property  is  assessed  at  its  full 
market  value,  yet  in  others  it  is  rated  at  half,  and  in  others  again  at 
less  than  half.  The  reason  is  this :  the  several  assessors,  whether  of 
land  or  personalty,  knowing  that  under  our  present  method  there  is  no 
recognized  standard  of  valuation,  which  is  maintained  and  enforced 
throughout  the  State,  have  each  adopted  a  standard  of  his  own,  and  in 
adopting  his  standard  of  valuation,  each  assessor  has  endeavored  to 
bring  the  property  of  his  own  county  fully  as  low  as  the  property  of 
any  other  county ;  and,  be  it  observed,  each  assessor  was  unacquainted 
with  the  practice  in  other  parts  of  the  State,  and  merely  guessed  at  the 
standard  of  valuation  elsewhere.  Hence  gross,  glaring,  and  notorious 
inequalities  exist.' 

"It  is  equally  plain  that,  under  our  present  method  of  laying 
the  state  tax  on  towns,  the  temptation  to  undervaluation  is  too 
strong  for  human  nature  to  resist.  But  one  remedy  appears 
to  remain,  and  that  is  to  change  the  sj'^stem  of  apportionment. 
We  perceive  no  difficulty  in  accomplishing  this  change,  with 
little  disturbance  to  the  existing  order  of  things,  by  resort  to 
population  as  the  basis  of  contribution." 

The  Commission  went  on  to  argue  that  population  and 
wealth  are  closely  allied  in  an  industrial  community,  that  in  a 
State  like  ours  the  ratio  between  the  number  of  children  and 
that  of  the  entire  population  is  quite  constant,  and  suggested 
that  the  proportion  of  state  tax  be  based  upon  the  enumera- 
tion of  school  children  between  the  ages  of  four  and  sixteen  years. 
You  can  see  how  the  towns  with  millions  of  wealth  but  small 
numbers  of  school  children  would  not  pay  much  taxes  as  com- 
pared with  some  of  the  manufacturing  towns  who  have  a 
minimum  of  wealth  and  a  maximum  of  school  children.  That 
recommendation  was  not  adopted  by  the  legislature. 

The  writer,  having  attended  the  state  conference  on  taxa- 
tion held  at  Utica,  N.Y.,  and  being  inspired  by  the  paper 
which  Mr.  Foote  read  on  that  occasion  and  which  advocated 
the  apportionment  of  the  state  tax  on  the  basis  of  local  rev- 
enue, proceeded  to  prepare  a  bill  which  would  apply  to  Con- 
necticut, and  introduced  it  at  the  recent  session  of  the  Legisla- 
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ture  where  it  was  referred  to  the  Finance  Committee  and  after- 
wards reported  adversely. 

At  a  meeting  of  the  Mayors*  Association  of  Connecticut,  I 
was  asked  to  speak  generally,  and  explained  the  provisions  of 
this  bill.  They  expressed  much  interest,  and  finally  passed  a 
resolution  that  a  statement  should  be  made  of  this  ncv/ 
method  of  apportioning  state  taxes  which  they  would  send  with 
a  letter  to  all  their  members  in  the  State,  and  they  said  that 
at  the  next  session  of  the  Legislature  they  would  use  their 
efforts  to  have  the  measures  adopted. 

The  bill  providing  for  this  method  is  as  follows : 

"An  Act  concerning  the  Apportionment  of  State  and 
County  Taxes  to  the  Towns  on  the  Basis  of 
Revenue  Collected 

"Be  IT  Enacted  by  the  Senate  and  House  of  Representatives 
in  General  Assembly  convened  : 

"Section  1.  Whenever  the  General  Assembly,  or  the  repre- 
sentatives of  any  county  as  provided,  shall  vote  to  raise  a 
certain  revenue  from  the  toA\ais  of  the  State  or  of  the  County, 
the  resolution  authorizing  such  action  shall  state  definitely  the 
amount  so  to  be  raised,  and  said  amount  shall  be  apportioned 
to  the  different  towns  in  the  State,  or  in  the  County,  as  the  case 
may  be,  as  hereinafter  provided,  in  accordance  with  the  pro- 
portion which  the  local  revenue  raised  by  direct  taxation  in  each 
town,  including  all  taxing  units  therein  contained,  bears  to  the 
total  revenue  so  raised  in  all  the  towTis  in  the  State  or  County. 

"Section  2.  On  or  before  October  fifteenth,  the  treasurer  of 
every  town  or  consolidated  town,  city,  or  borough,  shall  send 
to  the  tax  commissioner  a  sworn  statement  of  all  the  revenue 
collected  by  direct  tax  levy  for  any  and  all  purposes  on  the 
property  of  said  municipality,  together  with  all  the  revenue 
collected  by  taxation  from  similar  property  in  any  city,  borough, 
fire  district,  municipal  association,  or  school  chstrict  situated 
within  the  borders  of  said  municipality  during  the  twelve  months 
preceding  September  30th  of  the  same  year.  The  proportion 
which  the  total  amount  so  collected  in  each  town  bears  to  the 
total  amount  so  collected  in  all  the  towTis  of  the  State,  or  County, 
shall  be  the  proportion  which  each  towTi  shall  pay  of  the  amount 
voted  by  the  resolution  of  the  General  Assembly,  or  the  repre- 
sentatives of  any  county  to  be  collected  from  the  to^vTis  of  the 
State  or  County. 

"  Section  3.  On  or  before  November  1st,  the  tax  commissioner 
shall  notify  the  treasurer  of  each  town  in  writing  the  amount 
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which  each  town  shall  be  required  to  pay  of  the  total  amount 
provided  in  the  resolution  of  the  General  Assembly  to  be  raised 
from  the  towns  in  this  manner.  On  or  before  the  tenth  day  of 
November,  each  town  shall  pay  to  the  Treasurer  of  the  State 
the  amount  apportioned  to  it.  Failure  to  make  such  payment 
in  the  time  and  manner  provided  by  this  act  shall  subject  the 
town  to  the  provisions  of  Sections  2378  and  2380  of  the  Revised 
Statutes. 

' '  Section  4.  The  method  of  procedure  in  imposing  and  collect- 
ing the  tax  by  any  County  from  the  towns  therein  contained 
shall  be  in  accordance  with  the  provisions  of  Section  1752  of  the 
Revised  Statutes,  as  amended  by  this  act,  based  on  the  revenue 
collected  during  the  year  ending  on  the  previous  September  30th 
as  provided  hereinbefore. 

"Section  5.  The  aforesaid  method  of  apportionment  shall  be 
followed  in  determining  the  amount  to  be  paid  by  the  differ- 
ent towns  in  support  of  the  militia  of  the  State,  as  provided  in 
Section  4  of  Chapter  260  of  the  PubHc  Acts  of  1909. 

"Section  6.  So  long  as  this  act  is  in  force,  no  correction  shall 
be  made  by  the  Board  of  Equalization  to  the  assessment  list 
of  any  town  as  returned  to  the  State  by  the  town  clerk,  except 
those  towns  receiving  support  for  schools,  as  provided  in  Chapter 
242  of  the  Public  Acts  of  1909. 

"Section  7.  All  acts  and  parts  of  acts  inconsistent  herewith 
are  hereby  suspended. 

"Section  8.     This  act  shall  take  effect  upon  its  passage." 

Some  of  the  reasons  for  the  adoption  of  this  method  are  the 
following : 

This  plan  provides  that  the  resolution  authorizing  revenue 
to  be  raised  from  the  towns  of  the  State,  or  of  the  county,  by  a 
direct  tax  should  state  definitely  the  amount  so  to  be  raised, 
and  said  amount  is  to  be  apportioned  to  be  paid  by  the  different 
towns  of  the  State,  or  county,  as  the  case  may  be,  in  the  propor- 
tion which  the  total  local  revenue  collected  yearly  by  direct 
taxation  in  each  town,  including  that  collected  bj^  all  taxing 
districts  therein  contained,  as  averaged  for  the  three  years 
next  preceding,  is  to  the  total  revenue  so  collected  in  all  the 
towns  in  the  State  or  county. 

This  plan  would  make  it  unnecessary  for  any  relation  to  ex- 
ist between  the  State  and  the  towns  in  the  assessment  of  their 
property  for  the  purposes  of  taxation.  It  would  be  no  longer 
necessary  for  the  Board  of  EquaUzation  to  endeavor  to  accom- 
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plish  that  which  is  generally  admitted  to  be  almost  impossible ; 
namely,  the  equalization  of  the  assessment  lists  of  the  different 
towns  of  the  State.  Such  action  at  the  present  time  is  taken 
because  of  the  statutory  requirement,  and  also  to  prevent  if 
possible  the  penalizing  of  to\vns  which  have  placed  their  valua- 
tions on  the  fair  value  basis;  but  the  action  is  misunderstood 
by  many  towns,  and  is  taken  as  a  reflection  on  the  business 
affairs  of  such  a  community  and  as  a  peremptory  command  to 
place  all  property  on  a  full  value  basis  without  regard  to  the 
actual  wishes  of  the  citizens. 

The  amount  of  revenue  collected  would  be  a  fair  indication  of 
the  taxable  property,  and  would  be  proportionatelj^  similar  in 
the  different  towns,  even  with  widely  differing  standards  of  val- 
uations and  tax  rates.  It  would  make  it  unnecessary  for  the 
State  to  consider  the  results  of  the  local  administration  of  tax 
matters,  and  places  all  questions  relative  to  assessed  valuations 
absolutely  A\ithin  the  power  of  the  citizens  of  each  town. 

The  pressure  of  the  state  and  county  tax  on  local  revenue 
would  exert  a  powerful  reverse  influence  by  inducing  greater 
economy  and  efficiency  in  local  expenditures,  as  it  would  be 
obvious  to  every  taxpayer  that  a  relative  increase  in  efficiency 
in  local  expenditures  would  result  in  a  relative  decrease  in  the 
amount  of  state  and  county  tax  that  any  particular  taxing  dis- 
trict would  pay.  Such  a  result  would  be  a  direct  benefit  to 
other  taxpayers. 

Such  a  method  would  simplify  tax  legislation  and  administra- 
tion. It  would  remove  all  friction  between  local,  county,  and 
state  governments.  It  would  cause  the  incidence  of  taxation 
to  distribute  the  burden  more  equitably.  It  would  abolish 
the  general  property  tax  for  state  and  county  purposes.  It 
would  secure  for  local  governments  a  larger  and  stronger  install- 
ment of  home  rule,  and  place  the  State  in  a  position  to  reduce 
to  the  lowest  practicable  amount  any  tax  that  may  place  the  peo- 
ple of  any  locality,  or  of  the  State  as  a  whole,  at  a  disadvantage 
in  the  fierce  competition  for  commercial  supremacy  of  munici- 
pality with  municipality,  or  State  with  State. 


LOCAL  OPTION   IN  TAXATION 

By  Charles  J.  Bullock 
Professor  of  Economics,  Harvard  University,  Cambridge,  Mass. 


Local  option  in  taxation  has  received  little  attention  from 
this  Association  since  the  first  conference  in  1907,'  and  various 
events  of  the  last  four  years  invite  further  consideration  of  the 
subject.  As  you  are  aware,  the  proposal  is  to  grant  local  gov- 
erning bodies  more  or  less  freedom  in  determining  the  methods 
of  local  taxation.  Sometimes  complete  freedom  is  advocated  ; 
but  often,  and  perhaps  usually,  it  is  proposed  to  reserve  cer- 
tain taxes  for  the  exclusive  use  of  the  States,  and  to  confine  the 
choice  of  the  local  governments  mthin  limits  consistent  with 
the  plan  of  segregating  the  sources  of  revenue. 

Obviously  complete  freedom  for  the  local  bodies  is  inconsist- 
ent with  segregation  of  state  and  local  revenues,  since  it  would 
permit  local  taxation  of  the  objects  which  it  is  desired  to  re- 
serve for  the  States.  Beyond  this,  however,  there  seems  to  be 
no  necessary  relation  between  separation  of  the  sources  of  rev- 
enue and  local  option.  Complete  freedom  might  be  granted 
to  localities,  and  the  States  might  raise  all  their  taxes  by  appor- 
tionment among  the  local  governments  upon  the  basis  of  local 
expenditures  or  revenues ;  in  which  case  state  taxation  would 
in  every  locality  fall  upon  the  objects  selected  for  local  taxation. 
Upon  the  other  hand,  the  sources  of  state  and  local  revenue 
might  be  separated,  either  completely  or  partially,  and  at  the 
same  time  the  methods  of  local  taxation  might  be  rigidly  pre- 
scribed in  every  detail  by  the  State ;  in  which  case  there  would 
be  no  local  option.     Since,  therefore,  there  is  no  necessary  con- 

^  Addresses  and  Proceedings  of  the  First  National  Conference,  73, 
107,  495,  516. 
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nection  between  the  two  proposals,  I  need  not  in  this  paper  con- 
sider the  merits  of  the  plan  of  separating  the  sources  of  state 
and  local  revenue ;  and  shall  confine  myself  to  the  single  re- 
mark, that  while  complete  freedom  for  the  local  governments 
is  inconsistent  with  complete  segregation  of  state  and  local 
revenues,  separation  does  not  necessarily  imply  that  the  local 
bodies  shall  be  given  the  least  freedom  in  selecting  their  methods 
of  taxation. 

In  behalf  of  local  option  ^  the  argument  is  advanced  that 
freedom  is  good  for  communities,  as  it  is  for  individuals.  It 
manifestly  awakens  interest  in  local  affairs,  creates  a  feeling 
of  responsibility  for  the  welfare  of  one's  city  or  county,  and 
necessarily  promotes  good  citizenship.  Local  option,  it  is  said, 
accords  with  what  is  called  the  "American"  idea  of  local  self- 
government,  and  for  it  the  attractive  name  "home  rule  in  taxa- 
tion" has  been  devised. 

A  second  argument  is  that  local  governments  are  better  fitted 
than  the  State  to  deal  with  local  taxation  since  they  have  greater 
knowledge  of  local  conditions,  which  differ  very  widely,  and 
obviously  are  the  parties  most  interested  in  the  subject.  Legis- 
latures, it  is  said,  cannot  be  expected  to  have  sufficient  ac- 
quaintance with  diverse  local  conditions,  or  to  have  the  time 
and  interest  necessary  for  solving  local  tax  problems. 

In  the  third  place  it  is  argued  that  uniform  methods  of  local 
taxation  are  undesirable  and  that  diversity  is  highly  advan- 
tageous; for  physical  and  social  conditions  differ  so  ^\^dely 
that  a  system  that  suits  one  locality  is  certain  to  be  poorly 
adapted  to  the  needs  of  another.  This  is  usually  illustrated 
by  contrasting  urban  with  rural  districts,  small  cities  with  large, 
and  agricultural  with  mining  regions.  It  is  further  said  that 
public  opinion  varies  greatly  from  one  locality  to  another,  and 

'  For  arguments  in  hehalf  of  looal  option,  see  Report  of  Committee 
on  State  and  Municipal  Taxation  of  the  New  York  Chamber  of  Com- 
merce, Jan.  3,  1901  ;  National  Conference  on  Taxation,  of  the 
National  Civic  Federation,  1901,  114-115,  123-127;  Report  of  New 
York  City  Advisory  Commission  on  Taxation  and  Finance,  70-77 ; 
Report  of  the  Tax  Commission  of  Louisiana,  1908,  15-21  ;  Ad- 
dresses and  Proceedings  of  the  First  National  Conference  of  the  Na- 
tional Tax  Association,  73,  107,  495. 
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that  such  differences  are  as  important  as  physical  and  social. 
Laws,  in  order  to  be  respected,  must  be  supported  by  pubUc 
sentiment ;  and  tax  laws,  no  less  than  others,  should  accord 
with  the  public  sentiment  of  the  localities  within  which  they 
are  to  be  enforced.  Indeed,  failure  to  conform  to  the  diver- 
sities of  local  sentiment  is  considered  to  be  an  important  cause 
of  the  breakdown  of  the  general  property  tax. 

It  is  further  argued  that  local  option  will  break  up  the  rigid 
uniformity  of  our  tax  system,  and  greatly  facilitate  desirable 
changes.  Under  it  the  various  sections  of  a  State  will  not  be 
bound  together  by  a  rigid  tax  law  which  cannot  be  altered 
without  readjusting  the  burden  of  state  taxation,  and  so  arous- 
ing opposition  from  localities  likely  to  be  adversely  affected. 
Moreover,  local  option  would  permit  anj'  county  to  experiment 
with  novel  methods,  thus  demonstrating  their  worth  by  actual 
trial ;  and  in  this  manner  useful  object  lessons  would  be  fur- 
nished to  other  counties,  and  even  the  world  at  large.  Such 
conditions,  it  is  believed,  would  be  highly  favorable  to  progress, 
and  would  greatly  accelerate  desired  reforms  in  American 
taxation. 

More  than  this,  it  is  suggested,  local  option  would  per- 
mit each  community  to  foster  by  exemption  from  taxation  any 
interest  it  desired  to  encourage,  and  to  repress  by  heavy  taxa- 
tion any  that  it  desired  to  discourage.  So  far  as  I  can  ascer- 
tain, no  one  has  yet  offered  a  list  of  the  interests  that  should 
be  encouraged  or  repressed  by  local  governments,  and  we  are, 
therefore,  left  to  form  our  own  conjectures  upon  this  point. 

And  finally  it  is  contended  that  one  community  cannot 
possibly  injure  another  by  the  methods  it  adopts  in  raising 
local  revenues.  Under  existing  systems,  conflicts  of  local 
interests  too  frequently  arise,  and  obstruct  the  best-laid  plans 
of  reform;  but  with  local  option,  such  controversies  will  im- 
mediately disappear,  and  each  community  will  go  its  own  way 
unmolesting  and  unmolested. 

These  are  the  arguments  for  local  option,  or  at  least  the 
arguments  that  usually  figure  in  public  discussion.  There  is 
another  which  for  many  advocates  of  the  plan  is  the  weighti- 
est of  all;  but  for  equally  weighty  reasons  it  is  frequently  re- 
served for  private  consumption,  and  in  public  discussion  is 
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sometimes  declared  irrelevant.  Local  option  is  believed  by 
many  to  be  the  shortest  road  to  the  single  tax,  and  most,  though 
not  all,  partisans  of  the  former  are  advocates  of  the  latter. 
Campaigns  for  state-wide  adoption  of  the  single  tax  have  for 
the  present  little  hope  of  success,  particularly  in  States  where 
the  farmers  are  an  important  political  force.  Obviously,  then, 
the  best  tactics  are  to  secure  reference  of  the  question  to  the 
local  governing  bodies,  and  then  to  concentrate  the  attack- 
ing forces  upon  a  few  localities  where  the  conditions  are  most 
favorable  for  success.  It  is  evident,  also,  that  at  this  point 
the  case  in  favor  of  local  option  turns  upon  a  mere  question  of 
tactics  rather  than  upon  a  question  of  principle.  If  political  con- 
trol of  any  State  ever  passes  into  the  hands  of  the  single  taxers, 
it  is  probable  that  the  principle  of  home  rule  in  taxation  will 
lose  much  of  its  present  popularity. 

II 

Criticism  of  the  arguments  for  local  option  ^  may  follow 
conveniently  the  order  of  presentation,  and  so  begin  with  the 
laudation  of  local  self-government.  I  suppose  we  all  agree 
that  it  is  desirable  in  every  practicable  way  to  foster  interest 
in  local  affairs  and  create  a  livelier  responsibility  for  them. 
I  believe,  also,  that  we  all  find  it  necessary  to  draw  a  line  be- 
tween purely  local  interests  and  matters  that  concern  the  en- 
tire State.  The  only  question  is  where  the  line  shall  be  drawn, 
and  in  determining  that  no  help  is  to  be  derived  from  mere 
eulogies  of  local  freedom  or  even  captivating  phrases  like  "home 
rule."  For  our  purpose  the  important  thing  is  to  know 
whether  local  taxation  is  a  matter  of  purely  local  concern,  or 
one  in  which  the  State  is  interested,  as  well  as  the  community. 

The  second  argument  for  local  option  brings  us  squarely  to 
the  issue :   Are  local  governments  better  fitted  than  the  State 

1  For  criticisms  of  local  option,  see  Addresses  and  Proceedings  of 
the  First  National  Conference,  516-518;  Quarterly  Journal  of 
Economics,  XXIV,  451-453 ;  Report  of  the  Joint  Special  Committee 
on  the  Taxation  Laws  of  Rhode  Island,  1910,  71-74;  Annual  Report 
of  the  State  Board  of  Tax  Commissioners  of  New  York,  1911,  17-19;- 
First  Biennial  Report  of  the  Board  of  State  Tax  Commissioners  of 
Oregon,  1911,21-32. 
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to  deal  with  the  problem  of  local  taxation?  That  they  may 
have  in  many  things  greater  knowledge  of  local  conditions  must 
be  admitted ;  but  that  the  conditions  affecting  local  taxation 
present  so  many  and  minute  differences  that  it  is  impossible, 
or  even  unusually  difficult,  to  draft  a  general  law  regulat- 
ing the  matter  is  certainly  untrue.  I  think  that  few  advo- 
cates of  local  option  would  admit  that  they  themselves  do  not 
understand  tolerably  well  the  conditions  to  which  local  taxa- 
tion must  be  adjusted;  I  am  persuaded  that  most  of  them,  if 
invited  to  do  so,  would  draft  you  a  very  perfect  law  prescribing 
a  system  of  local  taxation  for  any  State ;  and  I  know  that  many 
of  them  are  prepared  upon  short  notice  to  instruct  any  commu- 
nity concerning  the  things  it  must  do  to  work  out  its  salvation 
in  fiscal  affairs.  Therefore,  until  the  advocates  of  local  option 
conform  practice  to  precept,  we  need  not  take  too  seriously 
the  claim  that  only  the  people  of  a  locality  possess  sufficient 
knowledge  to  draft  an  appropriate  law  concerning  local  taxa- 
tion. I  will  only  add  that  the  experience  of  various  foreign 
countries  shows  that  it  is  practicable  to  regulate  by  general 
law  even  such  a  difficult  matter  as  this. 

It  is  further  true,  as  alleged,  that,  generally  speaking,  the 
people  of  any  locality  are  the  persons  most  interested  in 
local  taxation,  but  it  is  far  from  true  that  they  are  the 
only  persons  concerned.  There  may  be  large  amounts  of 
property  belonging  to  non-residents,  and  it  is  evident  that 
such  persons  have  an  interest  in  taxation  quite  as  real  and 
direct  as  that  of  residents.  It  is  true  that  rights  of  property, 
or  at  least  landed  property,  are  not  regarded  with  much 
favor  by  many  advocates  of  local  option ;  but  it  is  clear 
that  all  who  believe  that  such  rights  deserve  consideration, 
along  with  the  other  factors  in  the  problem,  cannot  admit  that 
the  people  of  a  locality  are  the  only  persons  concerned  with 
local  taxation.  Then  there  is  the  question  of  the  rights  of 
minorities,  which  leads  to  the  further  question  whether  the 
entire  State  has  an  interest  in  the  treatment  accorded  to  the 
minority  of  the  residents  of  a  community.  The  unrestrained 
power  to  tax  means  the  power  to  destroy,  and  we  shall  deal 
somewhat  less  than  frankly  with  this  subject  if  we  overlook 
the  fact  that  many,  and  probably  most,  of  the  partisans  of 
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local  option  desire  to  destroy  certain  rights  now  connected 
with  the  institution  of  landed  property.  We  cannot,  there- 
fore, admit  that  local  taxation  is  a  matter  of  purely  local  con- 
cern unless  we  believe  that  the  institution  of  landed  property 
is  not  a  thing  that  interests  the  State  as  a  whole.  Another 
important  consideration  is  the  financial  interest  of  the  State 
itself.  No  State  will  or  can  permit  its  own  revenues  to  be 
adversely  affected  by  vagaries  of  local  taxing  authorities ; 
and  many  plans  for  local  option  provide  for  reserving  certain 
revenues  for  the  exclusive  use  of  the  State,  thus  limiting  the 
principle  of  home  rule  and  conceding  that  local  taxation  is  not 
a  purely  local  affair. 

If  from  argument  we  turn  to  authority,  we  find  that  writers 
uniformly  hold  that  the  State  is  intimately  concerned  in  this 
matter.  I  find  none  who  fav^or  anything  remotely  resembling 
complete  local  option ;  on  the  contrary,  there  is  general  recog- 
nition of  the  dangers  of  local  class  interest  or  party  spirit, 
local  vagaries  in  the  use  of  the  taxing  power,  and  interference 
with  the  financial  policy  of  the  State.  There  is,  therefore, 
agreement  that  local  taxation  should  be  regulated  by  general 
law;  and  those  who  favor  granting  a  certain  freedom  to  the 
local  authorities  would  have  such  discretionary  power  care- 
fully defined  and  strictly  limited.  The  idea  that  local  govern- 
ments are  better  fitted  than  any  other  to  deal  with  local  taxa- 
tion appears  to  be  the  outgrowth  of  the  campaign  for  the  single 
tax  on  land  values;  and  it  seems  reasonable  to  suppose  that 
if  in  any  of  our  commonwealths  the  single  taxers  should  secure 
political  control,  there  would  be  an  immediate  restoration 
of  confidence  in  the  ability  of  the  state  government  to  regulate 
local  taxation  in  every  county,  city,  or  towm.  In  fact  it  al- 
ready appears  that  in  New  Zealand,  where  local  option  pre- 
vails, the  single  taxers  favor  it  only  as  a  means  to  an  end,  and, 
if  possible,  "would  make  rating  on  unimproved  values  not 
optional,  but  mandatory,  in  every  rating  district."  ' 

The  third  argument  for  local  option  is  that  uniformity  is 

undesirable  in  local  taxation  and  diversity  advantageous,  on 

account  of   differences   in   physical   and  social   conditions   or 

the    state    of    public    opinion.      Here    again    it    is    pertinent 

^  Le  Rossignol,  "State  Socialism  ia  New  Zealand,"  141-142. 
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to  say  that  most  partisans  of  local  option,  after  prolonged 
consideration  of  these  diversities,  would  in  all  places  recom- 
mend a  uniform  and  simple  method  —  the  single  tax ;  and 
that  a  few  others,  without  going  so  far  as  this,  would  advise 
the  exemption  of  most  or  all  personal  property  and  the  con- 
centration of  local  taxation  chiefly  on  real  estate.  When  it 
comes,  therefore,  to  such  a  practical  matter  as  a  definite  pro- 
gram, local  option  in  taxation  turns  out  to  mean,  in  most 
cases,  local  option  in  exemption.  It  is  perfectlj-  true  that, 
as  a  temporary  concession  to  public  opinion,  advocates  of 
local  option  might  content  themselves  with  proposing  the 
exemption  of  intangibles,  dwelling  houses,  farmers'  or  me- 
chanics' tools,  and  the  like ;  but  this  would  be  merely  a  recog- 
nition of  the  need  of  diversity  in  tactics,  and  not  of  varying 
economic  and  social  conditions  which  make  diversity  of  local 
taxation  inherently  desirable.  We  are  justified,  therefore, 
in  entertaining  skepticism  concerning  the  need  and  advan- 
tages of  diversity  in  taxation. 

Indeed  it  seems  practically  certain  that  diverse  methods  of 
local  taxation,  unless  carefully  defined  and  narrowly  restricted 
by  general  law,  would  produce  undesirable  and  even  intoler- 
able conditions.  Suppose,  for  example,  that  one  county 
elects  to  tax  mortgages  as  an  interest  in  real  estate 
where  the  land  lies,  another  continues  to  tax  them  as  personal 
property,  and  the  State,  in  its  quest  of  independent  revenues, 
establishes  a  recording  mortgage  tax.  Then  the  interest  of 
the  mortgagee  would  be  taxable  in  the  first  county,  the  note 
would  be  taxable  in  the  second,  where  the  mortgagee  resides, 
and  the  State  would  impose  a  third  tax  at  the  time  the  mort- 
gage is  recorded.  Consider,  also,  how  diverse  methods  of 
local  taxation  would  affect  any  business  enterprise  owning 
property  and  conducting  its  operations  in  several  or  many 
counties,  and  think  what  opportunities  for  multiple  taxation 
such  conditions  would  present.  Then,  too,  it  seems  most 
undesirable  to  allow  localities  to  enter  into  competition  A\-ith  one 
another  to  attract  capital  by  offering  exemption  from  taxa- 
tion. It  must  be  admitted  that  a  few  locahties  may  profit 
in  this  manner,  but  if  all  offer  similar  inducements,  the  ad- 
vantage disappears.     The  result  is  that  capitalists  are  given 
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an  effective  weapon  by  which  they  can  extort  unnec- 
essary and  unreasonable  concessions,  and  that  locahties  make 
unthrifty  bargains  by  which  they  may  later  be  embarrassed. 
In  New  Hampshire,  where  since  1860  the  State  has  permitted 
towns  to  exempt  new  manufacturing  establishments  for  a 
period  of  ten  years,  a  recent  commission  has  reported  that 
"the  law  now  serves  as  a  cudgel  rather  than  a  bait";  ^  and 
in  the  long  run  the  hke  effect  will  everywhere  follow  the  like 
cause.  No  country  in  the  world  permits  any  such  degree  of  local 
option,  and  the  only  result  in  the  United  States  would  be  chaos, 
unless,  as  is  sometimes  hoped  and  predicted,  the  ultimate  re- 
sult would  be  the  exemption  of  everything  but  land  values. 

In  fact  some  of  the  advocates  of  local  option  have  expressly 
stated  that  what  is  wanted  is  freedom  to  exempt  and  not  free- 
dom to  tax,2  and  measures  proposed  in  several  of  our  States 
have  carefully  restricted  the  option  of  the  localities  to  grant- 
ing exemptions  to  certain  kinds  of  property  or  reducing  the 
rate  of  taxation  levied  upon  them.  Even  the  constitutional 
amendment  recently  adopted  in  Oregon,  which  apparently 
gives  the  counties  unrestricted  power  for  the  time  "to  regu- 
late taxation  and  exemption,"  provides  that  this  power  shall 
be  "subject  to  any  general  law  which  may  be  hereafter  enacted." 
While,  therefore,  attractive  pictures  have  been  drawn  of  one 
locality  introducing  this  device  and  another  adopting  that, 
it  appears  that  few  partisans  of  local  option,  if  any,  really  de- 
sire freedom  for  diverse  experiments  in  taxation;  the  thing 
actually  sought  is  local  option  in  exemption. 

The  fourth  argument  is  that  if  the  connecting  cord  that  now 
binds  localities  together  in  a  uniform  system  of  taxation  is 
cut,  the  progress  of  tax  reform  will  be  greatly  accelerated. 
We  must  all  admit  the  difficulty  of  persuading  Legislatures  to 
amend  tax  laws  that  relate  to  the  assessment  of  property  in 
every  district  of  a  State.  But  has  the  fault  been  wholly  with 
the  Legislatures  ?  When  the  reform  movement  began  early  in 
the  seventies,  the  Legislatures  were  told  that  personal  property 
could  not  be  taxed  at  all.     To-day  we  are  discussing  methods 

1  Report  of  the  Taxation  Commission  of  1908,  154.     - 
*  E.g.  National  Conference  on  Taxation,  of  the  National  Civic  Fed- 
eration, 126. 
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of  classifying  it,  advocating  state  control,  and  studying  the 
experience  of  Maryland  and  Pennsylvania.  For  a  long  time 
it  was  considered  sufficient  merely  to  tell  our  lawmakers  that 
the  tax  on  personal  property  should  be  repealed;  now  this 
Association  is  considering  practicable  substitutes  for  the  tax. 
A  generation  ago  it  was  seriously  argued  that  state  taxation 
could  be  equalized  only  by  complete  separation  of  the  sources 
of  revenue,  and  that  local  real  estate  assessments  could  not  be 
brought  up  to  the  full  value  of  the  property  until  such  separa- 
tion was  secured.  It  is  now  evident  that  complete  separation 
of  the  sources  of  revenue  does  not  insure  full  valuation  of  real 
estate,  and  that  control  of  assessments  by  a  state  commission 
clothed  with  adequate  authority  may  do  so.  Clearly  the  fault 
has  not  been  all  on  one  side,  and  recent  years  have  afforded 
gratifying  evidence  that  Legislatures  are  willing  to  consider 
plans  of  reform  which  take  account  of  all  the  facts  and  pay 
due  regard  to  the  practical  needs  of  the  case.  The  legisla- 
tion secured  in  various  States  the  present  year  should  con- 
vince us  that  it  is  not  necessary  for  Legislatures  to  delegate 
their  authority  to  local  governments,  and  that  the  thing  really 
necessary  is  more  care  in  drafting  reform  programs. 

The  suggestion  that  reform  will  be  hastened  by  freedom 
to  experiment  on  a  small  scale  with  different  methods  of  local 
taxation  is  more  interesting  than  convincing.  The  experiment 
which  most  advocates  of  local  option  wish  to  try  is  the  taxation 
of  land  values ;  and  this  is  being  worked  out  for  us  in  other 
countries,  while,  of  our  own  States,  Oregon  promises  to  afford 
us  an  object  lesson.  Such  other  experiments  as  reducing  the 
rate  of  taxation  on  buildings  or  exempting  dwellings  valued  at 
less  than  S3000  can  be  tried,  if  it  is  desired  to  do  so,  without  con- 
ferring upon  localities  broad  discretion  in  other  directions.  But 
it  is  always  to  be  remembered  that  experimentation  may  prove 
expensive,  and  that  the  expense  of  object  lessons  which  are 
thought  to  have  value  for  an  entire  State  should  not  be  thrown 
thoughtlessly  upon  helpless  minorities  in  a  few  localities.  There- 
fore instead  of  encouraging  experimentation  for  experimenta- 
tion's sake,  we  should  insist  that  discretionary  power  given  the 
local  governments  be  carefully  defined ;  and  before  favoring  any 
such  grant  should  be  satisfied  that  the  experiment  has  reasonable 
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prospects  of  success.  Our  Legislatures  should  never  permit 
temporary  majorities  in  any  district  of  a  State  to  try  reckless 
experiments  with  the  property  or  business  of  minorities. 

The  fifth  argument  is  that  with  local  option  a  community 
can  foster  any  interests  it  desires  to  encourage  and  repress 
others.  In  the  absence  of  specifications  it  is  difficult  to  say  just 
what  is  advocated,  but  it  is  certain  that  great  danger  lurks 
this  way.  Do  we  wish  to  have  our  cities  and  counties  encourag- 
ing one  branch  of  industry  and  discouraging  another  ?  Do  we 
wish  them  to  discriminate  in  favor  of  local  business  and  against 
out-of-town  competition?  Or  do  we  wish  them  to  legislate 
against  nonresident  owners  of  property  ?  Such  policies  should 
be  undertaken,  if  at  all,  by  a  government  of  a  higher  order,  in 
which  there  is  necessarily  a  broader  outlook  upon  the  questions 
involved  and  a  better  balance  of  divergent  business,  class,  or 
political  interests. 

The  final  argument,  that  local  option  insures  harmony  of  in- 
terest among  local  governing  bodies,  remains  to  be  considered. 
Is  it  true,  as  alleged,  that  under  this  plan  one  community  can- 
not injure  another?  Will  conflicts  of  local  interests  disappear, 
and  harmony  everywhere  prevail  ?  Confining  the  question  to 
the  United  States,  where  conditions  are  most  familiar  to  us, 
and  judging  the  future  by  the  past,  these  things  seem  most 
improbable.  Proposals  for  local  option  authorize  a  variety  of 
exemptions,  most  of  which  are  well  calculated  to  involve  the 
local  governments  in  competition  to  attract  capital  and  indus- 
tries by  such  inducements.  May  not  one  locality  in  this  man- 
ner injure  another,  and  even  compel  it,  against  its  will,  to  enter 
upon  a  demoralizing  contest  to  avert  further  loss  ?  Conditions 
less  likely  to  prevent  conflict  and  produce  harmony  can  hardly 
be  imagined  if  American  experience  is  taken  as  a  guide.  And 
if,  instead  of  competition  in  exemptions,  local  option  should 
lead  to  diverse  experiments  with  new  methods  of  taxing  business 
or  personal  property,  conflicts  of  jurisdiction  would  immediately 
arise  and  there  would  be  constant  controversy  upon  this  subject. 
As  the  Oregon  Board  of  Tax  Commissioners  has  well  said:' 

"  The  natural  tendency  under  local  option  in  taxation  will  be 
toward   disorganization  of  the  revenue  system  of  the   State. 

1  First  Biennial  Report,  1911,  24. 
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Permitting  the  counties  to  adopt  different  classifications  of  the 
property  to  be  taxed  or  exempted  and  different  standards  of 
value  in  assessment  is  reasonably  certain  to  be  destructive  of 
any  general  and  orderly  plan  of  tax  reform.  Under  such  a 
system  controversies  and  jealousies  between  counties  are  apt  to 
be  engendered  and  principles  of  intercounty  comity  perverted." 

In  fact  it  is  upon  just  such  conflicts  that  the  foremost  partisans 
of  local  option  rely  to  bring  about  the  results  they  have  at  heart. 
Those  who  desire  the  total  exemption  of  personal  property 
have  often  declared  that  if  any  community  should  offer  in- 
vestors such  an  inducement,  capital  and  industries  would  pour 
into  that  locality  in  such  volume  that  other  places  would  be 
obliged  to  adopt  the  same  policy  if  they  desired  to  retain  any 
part  of  their  movable  wealth.  And  our  friends  the  single  taxers 
believe  that  even  buildings  would  follow  personal  property  in 
the  mad  rush  to  any  localitj-  that  confines  taxation  to  land 
values.  In  short,  it  is  believed  that,  while  the  law  might  extend 
local  option  to  all  localities,  economic  forces  would  effectually 
deny  it  to  any  community  that  did  not  desire  to  exempt  all 
personal  property  or  adopt  the  single  tax.  I  can  see  how  the 
advocate  of  either  policy  can  contemplate  such  a  result  with 
entire  satisfaction,  but  cannot  take  him  seriously  when  he  says 
that  local  option  would  not  enable  one  community  to  injure 
another,  and  would  insure  such  harmony  as  ought  to  prevail 
among  the  different  taxing  districts  of  a  commonwealth.  His 
owTi  arguments  prove  the  contrary. 

Ill 

This  critical  survey  of  the  arguments  advanced  in  favor  of 
local  option  leads  to  the  conclusion  that,  except  for  the  single 
taxer,  the  plan  has  few  advantages  and  many  dangers.  It  is 
further  to  be  observed  that  the  proposal  to  turn  over  from 
state  to  local  governments  the  great  problem  of  taxation  runs 
directly  counter  to  the  experience  of  the  last  five  or  six  centuries. 

For  Europe  once  enjoyed  local  option  in  taxation.  The 
towns  that  grew  up  in  such  numbers  from  the  twelfth  century 
onward  possessed  financial  autonomy  and  devised  their  own 
systems  of  direct  and  indirect  taxation.  Elsewhere,  when  the 
growth  of  community  needs  led  to  the  development  of  local 
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taxation,  there  was  either  no  regulation  by  the  central  govern- 
ment or  only  regulation  of  the  most  general  character,  which  left 
details  to  the  local  authorities.  Gradually,  however,  the  finan- 
cial needs  of  the  State  and  the  inconveniences  attending  diverse 
local  systems,  led  to  the  transference  of  most  forms  of  indirect 
taxation  to  the  central  governments.  Regulation  of  local  direct 
taxation  came  later,  and  in  some  places,  as  the  Swiss  cantons, 
was  deferred  until  the  nineteenth  century ;  but  in  the  end  the 
forces  of  centralization  carried  the  day.  At  present,  in  the 
leading  countries  of  Europe,  the  methods  of  local  taxation  are 
more  or  less  minutely  prescribed  by  law,  the  rates  are  frequently 
limited,  and  the  tendency  is  toward  increased  supervision  and 
control.  In  some  cases,  indeed,  as  in  Prussia,  the  local  authori- 
ties retain  certain  discretionary  powers,  but  these  are  carefully 
defined  by  general  law. 

Our  own  country  has  had  a  similar  experience.  In  Massa- 
chusetts taxation  for  town  purposes  was  a  thing  of  independent 
local  growth,  having  no  connection  with  colonial  taxation. 
During  the  seventeenth  century  it  was  little  regulated  by  the 
colonial  government,  and  not  until  the  close  of  the  eighteenth 
does  it  appear  to  have  been  controlled  in  all  details  by  general 
law.  Whether  similar  conditions  existed  in  other  colonies  I 
am  unable  to  say,  but  it  appears  that  all  of  them  permitted 
another  kind  of  local  option,  namely,  freedom  to  enforce  or  not 
enforce  the  general  laws  relating  to  taxation.  For  the  machinery 
of  assessment  was  from  the  beginning  purely  local  in  its  charac- 
ter. The  need  of  centralization  was  not  felt  seriously  until 
the  last  half  of  the  nineteenth  century,  when  the  growth  of  large 
corporations  obliged  us  to  turn  over  the  taxation  of  certain,  or 
even  all,  corporations  to  state  boards  or  commissions.  Still 
later  it  was  realized  that  the  methods  of  enforcing  locally  the 
general  tax  laws  are  a  matter  with  which  the  State  itself  is  con- 
cerned, and  the  result  was  the  establishment  of  commissions 
possessing  supervisory  powers.  The  number  of  such  commissions 
is  rapidly  increasing;  some  of  them  have  power  to  revalue 
property  in  any  district  where  the  laws  are  not  enforced,  and 
one  State  has  this  year  created  centralized  machinery  for  the 
assessment  of  an  income  tax.  This  movement  toward  state 
control  of  taxation  is  rightly  regarded  as  one  of    the  most 
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hopeful  signs  of  the  time.  It  is  the  outgrowth  of  dearly  bought 
experience,  and  in  accord  with  tendencies  that  have  long  mani- 
fested themselves  in  Europe.  Yet  if  the  arguments  for  local 
option  are  sound,  centralization  is  a  great  mistake ;  and  we 
must  declare  that,  except  for  certain  taxes  reserved  for  its  own 
use,  the  State  has  no  concern  with  the  great  problem  of  taxation. 

To  consider  why  European  countries  and  American  States 
have  been  impelled  to  unify  tax  laws  and  centralize  administra- 
tion would  but  traverse  the  ground  already  covered  in  our 
examination  of  the  arguments  for  local  option.  One  important 
reason  is  the  need  of  preventing  interference  with  the  revenues 
and  financial  policy  of  the  central  government.  A  second 
is  the  necessity  of  safeguarding  the  rights  of  minorities  or  non- 
resident property  owners.^  The  third,  and  in  some  ways  the 
most  important  of  all,  is  the  fact  that  the  great  facility  of  trans- 
port and  ease  of  communication  which  characterize  modern 
times  have  broken  down  the  barriers  that  used  to  isolate  com- 
munities and  confine  them  to  a  self-contained  life.  A  few 
centuries  ago  the  methods  by  which  one  community  raised  its 
taxes  were  of  little  concern  to  another ;  to-day  they  are  of  direct 
and  vital  interest.  They  may  affect  the  movement  of  population 
and  industry,  may  work  injustice  to  persons  who  have  no  voice 
in  local  affairs,  and  may  run  counter  to  the  established  policy 
of  the  State.  No  locality  now  lives  of  itself,  or  can  claim  the 
right  to  act  as  if  it  did.  In  these  facts  we  find  the  explanation 
and  justification  of  centralizing  tendencies,  and  suflficient 
warrant  for  rejecting  the  proposal  to  grant  practical  autonomy 
in  the  matter  of  local  taxation. 

But  if  autonomy  is  to  be  denied,  does  it  follow  that  limited 
powers  of  local  option  are  to  be  refused  ?  Indeed,  as  a  practical 
matter,  it  is  often  proposed  to  grant  only  limited  power,  al- 
though the  arguments  generally  adduced  lead  logically  to  the 
demand  for  complete  autonomy.  Here,  as  elsewhere,  we 
shall  derive  little  help  from  mere  laudation  of  the  principle 
of  home  rule ;  and  cannot  safely  agree  first  to  approve  the 
principle  and  after  that  pass  to  definite  proposals.  Least  of 
all  can  we  accept  the  argument  used  last  fall  in  Oregon  that 

1  On  the  first  and  second  reasons  see  Schanz,  "Die  Steuern  der 
Schweiz,"  I,  205;  Wagner,  "Finanzwissenschaft,"  I,  3d  edit.,  105. 
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consideration  of  specific  measures  is  irrelevant  in  a  discussion 
of  local  option.  Until  we  know  what  is  proposed  and  have 
formed  some  opinion  concerning  its  merits,  we  are,  obviously, 
in  no  position  to  pass  upon  the  question.  The  very  desire  to 
avoid  definite  plans  suggests  strongly  that  there  are  ulterior 
designs  which  it  is  inexpedient  to  reveal  too  plainly  during  the 
discussion  of  home  rule. 

The  limited  powers  of  local  option  which  have  been  pro- 
posed are  so  numerous  that  adequate  consideration  of  them  is 
impossible  within  the  necessary  limits  of  this  paper.  The  list 
includes  power  to  exempt  personal  property  or  to  tax  it 
at  a  reduced  rate,  power  to  impose  a  habitation  tax  and  a  tax 
on  store  rentals,  power  to  exempt  manufacturing  plants  for  a 
period  of  years  or  to  exempt  machinery  and  manufacturing 
capital  generally,  power  to  exempt  dwelling  houses  up  to  such  a 
value  as  $2000  or  S3000,  and  power  to  exempt  all  buildings  or 
to  tax  them  at  a  reduced  rate.  The  various  proposals  may  be 
divided  into  two  groups :  those  which  aim  to  remedy  evils  arising 
in  the  taxation  of  personal  property,  and  those  designed  to 
exempt  improvements  made  upon  land. 

Concerning  the  first  group  of  projects,  it  is  evident  that  in 
so  far  as  they  propose  merely  the  exemption  of  personal  property 
they  involve  all  the  dangers  of  local  competition,  which  have 
been  already  discussed.  So  far,  however,  as  they  propose 
adequate  substitutes  for  the  present  tax  on  personal  property, 
they  minimize  this  danger.  They  nevertheless  raise  the  further, 
question  whether  the  inconvenience  of  diverse  local  methods  of 
taxing  personalty  does  not  make  it  preferable  to  postpone 
action  until  a  uniform  method  can  be  prescribed  by  the  State. 
This  question  I  have  not  time  to  answer ;  I  desire  merely  to 
indicate  the  considerations  upon  which  intelligent  decision  of 
the  matter  must  turn. 

The  second  class  of  proposals  is  variously  motivated.  The 
exemption  of  dwelling  houses  is  advocated  on  the  ground  that 
it  will  encourage  home-building  and  reduce  the  weight  of  taxation 
upon  persons  of  small  means.  Exemption  of  all  buildings,  or 
taxation  at  a  reduced  rate,  is  favored  as  a  means  of  stimulating 
construction  and  remedying  congestion  of  population.  Another 
consideration  is  that  such  measures  may  prove  the  first  step 
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toward  concentration  of  all  taxes  upon  land  values,  for  it  seems 
that  the  single  taxer  is  never  far  distant  from  the  scene  whenever 
it  is  proposed  to  exempt  anything,  save  land,  from  taxation. 
Our  decision  concerning  these  projects  should  depend  upon 
three  considerations :  the  probability  that  the  measures  will 
accomplish  useful  ends,  the  danger  of  undesirable  local  com- 
petition in  offering  exemptions,  and  the  possibility  that  they 
might  lead  to  further  exemptions  which  we  should  approve  or 
disapprove  according  to  the  view  we  entertain  concerning  the 
single  tax  on  land  values.  Here,  again,  I  must  content  myself 
with  defining  the  issues,  and  cannot  undertake  further  con- 
sideration of  them. 

The  outcome  of  my  argument,  then,  is  this  :  Local  autonomy, 
or  the  general  power  to  tax  or  exempt  from  taxation,  should  not 
be  granted  local  governments  ;  and  the  wisdom  of  granting  limited 
discretionary  power  cannot  be  determined  except  after  careful 
consideration  of  specific  proposals,  I  should  have  preferred 
to  take  all  this  for  granted,  and  to  deal  with  the  specific  pro- 
posals that  have  been  offered ;  but  the  drift  of  current  discussion 
made  such  a  course  impracticable.  One  of  our  States  has  already 
adopted  a  constitutional  amendment  which  makes  the  counties 
autonomous  in  regulating  taxation  and  exemption ;  and  others 
are  urged  in  a  similar  manner  to  establish  local  option  and  then 
consider  particular  plans  of  action.  It  seemed  necessary,  there- 
fore, to  invite  attention  to  the  issue  thus  presented,  and  to  show 
that  reason  and  experience  condemn  what  is  called  "home  rule 
in  taxation." 

The  subject  is  of  importance  to  this  Association,  since  one  of 
the  resolutions  adopted  at  the  Conference  of  1907  contains  a 
qualified  indorsement  of  local  option,  which  has  already  been 
misconstrued  and  is  likely  hereafter  to  be  misunderstood  or 
misrepresented.  That  resolution  recommends  that  state  and 
local  revenue  systems  "should  be  so  far  divorced,"  that,  by 
general  laws,  the  local  governing  bodies  "may,  if  deemed  ex- 
pedient,^ be  granted  certain  limited  and  carefully  prescribed 
powers"  in  regulating  local  taxation.  This  has  been  quoted  in 
sujDport  of  the  complete  separation  of  state  and  local  revenues, 
whereas  it  merely  recommends  such  a  measure  of  separation 

1  The  italics  are  the  writer's. 
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as  will  permit  the  grant  of  certain  powers  to  the  local  govern- 
ments ;  and  has  been  cited  also  in  behalf  of  very  broad  and 
indefinite  grants  of  "home  rule,"  whereas  it  refers  only  to 
"certain  limited  and  carefully  prescribed  powers."  Since  we 
are  not  now  considering  the  separation  of  state  and  local 
revenues,  I  invite  your  attention  only  to  that  part  of  the  resolu- 
tion which  relates  to  local  option. 

The  published  Proceedings  of  the  Conference  ^  show  that 
when  this  resolution  was  reported  at  the  final  session,  objection 
was  made  immediately  to  the  "home-rule"  feature.  This 
brought  from  the  chairman  of  the  committee  on  resolutions  the 
explanation  that  the  resolution,  as  drafted,  did  not  recommend 
that  limited  powers  of  local  option  "shall  be  granted,"  but  merely 
that  state  and  local  revenues  should  be  so  far  divorced  that 
"such  powers  7nay  be  granted."  Another  delegate  then  sug- 
gested that  the  resolution,  as  worded,  might  easily  be  miscon- 
strued ;  and  that  it  would  be  well  to  insert  the  words  "  if  deemed 
expedient,"  which  was  promptly  done.  Clearly  then  the  whole 
question  of  the  expediency  of  local  option  was  waived  before 
the  resolution  was  accepted  by  the  Conference,  and  those  who 
were  present  will  remember  that  laughter  and  applause  greeted 
the  delegate  from  North  Carolina,  who  closed  the  debate  by 
urging  adoption  of  the  resolution  on  the  ground  that  it  was  "very 
clear,  to  the  point,  and  entirely  noncommittal."  Why  it  was 
thought  worth  while  to  refer  to  local  option  at  all  after  the 
resolution  had  been  so  amended  as  to  reserve  judgment  con- 
cerning its  expediency,  is  not  apparent.  Perhaps  the  explana- 
tion is  that  the  hour  was  very  late,  the  members  were  extremely 
fatigued,  and  no  one  thought  of  the  matter.  My  own  vote  in  the 
affirmative  was  given  because  it  was  represented  that  the 
brethren  in  Missouri  would  be  extremely  glad  to  have  the  resolu- 
tion for  use  in  their  State,  and  it  seemed  a  pity  to  deny  them 
whatever  satisfaction  they  could  extract  from  such  a  noncommit- 
tal affair.  I  believe,  too,  that  few  of  us  realized  what  influence 
the  Tax  Association  would  later  attain,  and  what  importance 
would  attach  to  resolutions  adopted  by  its  Conferences. 

In  view  of  recent  developments  in  the  campaign  for  local 
option,  it  seems  necessary  to  raise  the  question  whether  this 

» Pages  664-665. 
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Association,  in  justice  to  itself  and  the  growing  constituency  that 
looks  to  it  for  guidance,  can  afford  to  retain  in  its  platform  a 
resolution  which  refers  to  local  option  only  to  withhold  judg- 
ment concerning  its  expediency.  When  carefully  read,  and 
interpreted  in  the  light  of  the  debate  concerning  its  adoption, 
the  resolution  may  appear  so  noncommittal  as  to  be  harmless ; 
but  to  the  average  reader  it  undoubtedly  conveys  the  idea 
that  the  Association  has  indorsed  the  principle  of  local  option. 
It  has  been  misunderstood,  and,  as  long  as  retained  in  our 
platform,  will  give  rise  to  continued  misunderstanding. 

The  matter  is  one  in  which  reasonable  caution  is  necessarj^ 
if  we  are  not  practically  to  commit  the  Association  to  the 
single-tax  propaganda.  It  should  be  clearly  understood  that 
the  local-option  movement  in  this  country  originated  in  the 
State  of  New  York,  some  twenty-five  years  ago,  under  the 
leadership  of  Henry  George  and  Thomas  G.  Shearman.  It  has, 
in  New  York  and  elsewhere,  sometimes  enlisted  the  support  of 
persons  who  are  not  advocates  of  the  single  tax;  but  its  fore- 
most partisans  are  usually  single  taxers,  and  the  progress  of  the 
movement  is  carefully  recorded  in  all  single-tax  papers.  While 
much  is  said  about  the  advantages  of  diverse  experiments  in 
taxation,  the  real  objective  point  turns  out  everywhere  to  be 
the  single  tax;  while  the  principle  of  "home  rule"  is  extolled, 
local  option  is  nothing  but  a  temporary  device,  which  will  be 
quickly  discarded  if  it  ever  becomes  possible  to  enact  a  state- 
wide law.  This  has  been  avowed  in  New  Zealand,  and  it  is 
interesting  to  observe  that  the  constitutional  amendment 
adopted  in  Oregon,  while  making  the  counties  autonomous  for 
the  time  being,  provides  that  they  shall  be  subject  to  "any 
general  law"  hereafter  enacted.  Last  fall  in  Oregon  the  people 
were  asked  to  pass  upon  the  general  question  of  home  rule,  with- 
out considering  particular  plans  of  taxation ;  indeed,  discussion 
of  such  details  was  declared  to  be  irrelevant.  But  after  the 
election  the  victory  was  hailed  as  a  triumph  for  the  single  tax, 
and  that,  too,  in  spite  of  the  fact  that  the  slender  majority  in 
favor  of  the  amendment  was  probably  secured  by  attaching 
to  it  a  provision,  delightfully  inconsistent  with  the  principle  of 
"home  rule,"  by  which  it  was  declared  that  no  poll  tax  should 
be  levied  in  Oregon.  Manifestly  we  cannot  afford  longer  to 
invite  misunderstanding  of  our  position. 
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Lieutenant  Governor  Ellyson  (Virginia) :  Is  your  vote 
on  a  constitutional  amendment  the  same  as  on  any  other  amend- 
ment, a  legislative  amendment,  for  instance  ? 

Mr.  Galloway  :  The  same  vote,  yes ;  also  the  same  require- 
ments for  petitions. 

Mr.  Ellyson  :  Can  you  amend  the  constitution  in  the  same 
manner  ? 

Mr.  Galloway  :  Yes,  sir. 

Mr.  Douglas  Sutherland  (Illinois) :  Mr.  Galloway,  the 
two  amendments  which  were  submitted  by  the  Legislature,  at 
the  same  time  with  the  one  originating  with  the  Fels  Fund,  were 
turned  down  by  the  people,  were  they  not  ? 

Mr.  Galloway  :  Yes,  sir,  they  were. 

Mr.  Sutherland  :  These  had  careful  preparation,  had  they  ; 
that  is,  were  the  state  authorities  interested  in  them  ? 

Mr.  Galloway  :  I  would  say  that  the  special  Tax  Com- 
mission appointed  in  1906  for  the  purpose  of  preparing  a  new 
tax  code,  recommended  these  amendments,  not  in  exactly  the 
same  form,  but  to  the  same  purpose.  That  commission,  and  a 
very  able  one  too,  reported  to  the  Legislature  of  1907,  but  that 
Legislature  did  not  adopt  the  resolutions  for  the  submission  of 
the  amendments.  These  amendments  were  carefully  worked 
over  by  competent  authorities  in  taxation,  among  them  Professor 
F.  G.  Young,  of  the  department  of  economics  in  the  University 
of  Oregon,  and  as  revised  were  adopted  by  the  Legislature  of 
1909  and  submitted  to  the  people.  I  believe  these  proposed 
amendments  were  along  the  right  line. 

Mr.  Sutherland  :  One  other  question,  if  I  may.  Mr.  W. 
S.  U'Ren,  prominent  in  the  People's  League,  is  a  devoted  single 
taxer,  is  he  not?  and  have  you  ever  heard  in  Oregon  that  he  had 
made  the  statement  publicly  that  he  was  for  the  initiative  and 
referendum  as  a  step  towards  the  single  tax  ? 
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Mr.  Galloway  :  He  is  reported  to  have  made  that  statement 
at  the  Joseph  Fels  meeting  in  Portland  some  months  ago,  also 
at  the  Fels  Fund  Commission  meeting  in  New  York  last  Novem- 
ber ;  also  an  article  in  McClure's  Magazine  for  July  practically 
quotes  Mr.  U'Ren  to  that  effect. 

Mr.  Sutherland  :  In  your  State  the  percentage  of  illiteracy 
is  a  great  deal  lower  than  it  would  be  in  the  eastern  States  or 
in  a  great  many  of  the  southern  States  ? 

Mr.  Galloway  :  Yes,  I  think  it  is.  I  want  to  say,  however, 
in  connection  with  Mr.  U'Ren's  motive,  I  do  not  know  what 
may  have  been  in  his  mind  at  the  time,  but  I  think  the  single  tax 
idea,  when  the  initiative  and  referendum  was  adopted  in  Oregon, 
had  absolutely  nothing  to  do  with  it. 

Mr.  Sutherland  :  I  would  like  to  express  my  appreciation 
of  the  very  fair  and  clear  statement  without  color  or  comment 
which  Mr.  Galloway  has  made  of  the  amendments  on  taxation 
which  have  been  submitted  in  Oregon  under  the  initiative  and  by 
the  referendum.  It  is  particularly  refreshing  inasmuch  as  from 
the  House  and  Senate  in  Washington  to  the  Pacific  Coast  the 
most  fulsome  praise  has  been  given  to  direct  legislation  in  having 
given  Oregon,  amongst  other  alleged  beauties,  tax  reform,  and 
I  think  this  clear  statement  of  facts  is  very  valuable.  It  seems 
to  me  that  whatever  value  direct  legislation  may  have,  it  should 
be  very  carefully  restricted  on  so  important  and  delicate  a 
question  as  taxation. 

Mr.  a.  C.  Pleydell  (New  Jersey) :  The  address  by  Pro- 
fessor Bullock  has  raised  a  much  wider  question  than  that  of 
the  virtues  of  the  local  option  principle.  It  involves  a  full  and 
frank  discussion  of  the  motives  by  which  this  Association  should 
be  guided  in  formulating  its  resolutions  on  fundamental  prin- 
ciples of  taxation. 

Local  option  in  taxation,  like  local  option  or  home  rule  in 
every  other  matter,  is,  in  my  judgment,  a  question  of  expediency 
rather  than  of  principle.  For,  as  a  question  of  principle,  there  is 
no  dividing  line  that  can  logically  be  drawn  between  the  ab- 
solutely anarchistic  position  of  the  right  of  each  individual  to 
entire  home  rule  in  all  of  his  own  affairs  without  any  regard  to 
others,  and  on  the  other  extreme  what  might  be  called  the 
sociahstic   position  of  the   absolute  right  of  the  majority  to 
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regulate  all  of  the  home  affairs  of  each  individual  citizen.  All 
of  our  government  hinges  along  the  line  of  the  middle  swing 
of  the  pendulum  as  to  just  how  far  the  individual's  rights  shall 
go,  and  just  how  far  the  entire  social  rights  shall  go;  and  by 
the  same  analogy,  in  our  governmental  affairs  on  taxation, 
the  line  is  again  entirely  one  of  expediency  as  to  what  method, 
at  any  particular  time,  under  any  particular  circumstances, 
will  produce  the  best  results. 

Now,  to  follow  the  address  by  Professor  Bullock  to  its  logical 
conclusion,  we  should  not  only  reverse  the  home  rule  resolution, 
but  we  should  repeal  absolutely  the  first  resolution  adopted, 
which  was  that  all  state  constitutions  should  be  modified  so  as 
to  permit  a  reasonable  classification  of  property.  We  should 
go  to  the  logical  extreme,  for  fear  that  some  State,  through 
having  a  superior  constitution  and  government  to  that  of  some 
other  State,  should,  as  New  York  has  done,  have  a  better  tax 
system  than  its  neighbors  and  thereby  attract  business  and 
capital,  and  benefit  its  citizens.  We  should  have  a  Federal  con- 
stitutional clause  which  would  impose  a  cast-iron  uniformity 
upon  the  entire  United  States  ;  for  fear  that  some  one  State,  ex- 
perimenting under  this  home  rule  principle,  which  has  been  the 
glory  of  our  government  so  far,  should  injure  the  prosperity 
of  another  State  by  increasing  that  of  its  own  citizens.  Logic 
is  logic  ;  but  only  when  dealing  with  a  strictly  scientific  method 
of  argument. 

There  is  a  proper  division.  There  are  some  things  in  which 
we  all  are  agreed  that  each  little  self-governing  unit  should 
have  the  right  of  home  rule.  We  may  not  be  willing  to  concede, 
and  I  do  not  myself  maintain  that  it  is  desirable,  that  any 
locality  should  select  the  subjects  of  taxation,  but,  within 
certain  reasonable  limits,  I  am  quite  willing  to  let  them  fix 
their  local  tax  rates.  And  within  the  limits  of  the  power  of  the 
local  government  to  fix  a  tax  rate  upon  a  class  of  property 
which  must  be  taxed  throughout  the  State,  there  will  lurk 
just  as  grave  possibility  of  danger  and  disaster  and  discrimina- 
tion as  might  exist  in  the  permission  to  grant  some  reasonable 
exemption  in  reference  to  the  property  within  the  local  juris- 
diction. There  is  danger  of  a  community  following  the  ex- 
ample of  some  Canadian  town  and  assessing  improvements  at 
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75  per  cent  of  value  and  land  at  100  per  cent,  but  the  result  of 
that  change  in  tax  basis  was  not  half  as  serious  as  happened  at 
one  time  in  the  State  of  New  Jersey,  where  a  local  tax  rate  went 
up  so  high  and  the  expenses  were  so  extravagant  that  the  town 
was  foreclosed  by  the  bondholders  and  went  into  the  hands 
of  the  sheriff. 

It  is  hardly  justifiable  to  fear  so  much  that  our  local  communi- 
ties, under  some  reasonable  restrictions,  would  gravely  injure 
their  fellow-citizens  or  be  severe  upon  nonresidents.  At  least,  I 
do  not  think  that  any  small  town  would  be  more  severe  upon  non- 
resident owners  of  property  than  New  York  until  recently  has 
been,  through  its  possibility  of  home  rule  under  the  Federal 
Constitution,  upon  certain  intangible  property  belonging  to 
nonresident  decedents. 

These  are  all  matters  which  require  very  careful  consideration 
before  we  should  ever  decide  in  any  given  case  what  measure  of 
home  rule  might  be  expedient.  As  I  was  present  at  the  first 
conference  when  that  resolution  was  adopted,  I  might  say  that 
those  words  were  inserted  at  the  suggestion  of  our  friend, 
Theodore  Sutro,  Chairman  of  the  Tax  Committee  American 
Bar  Association,  who,  as  a  leading  attorney  in  New  York  State, 
was  familiar  with  the  constitution  of  his  own  State,  and  knew 
that  the  Legislature  of  the  State  of  New  York  is  empowered  to 
grant  to  the  local  Boards  of  Supervisors  such  additional  powers 
beyond  those  conferred  in  the  Constitution,  as  the  Legislature 
might  deem  expedient ;  and  New  York  has  never  looked  upon 
these  words  as  being  meaningless  or  noncommittal.  New 
York  has  held  that  these  words  mean  exactly  what  they  say, 
that  the  Legislature  might  extend  the  power  of  a  local  authority 
if  the  Legislature  at  that  time  deemed  it  expedient,  and  the 
recommendation  adopted  at  the  first  meeting  of  this  association 
was  along  those  lines. 

Now  on  the  next  point,  that  local  option  in  taxation  is  always 
local  option  in  exemption,  that  has  an  historical  basis.  Professor 
Bullock  has  sho\\Ti  very  clearly  that  at  some  time  in  its  history 
practically  every  American  State  has  attempted  to  tax  every- 
thing in  sight  to  the  full  extent  that  it  could  tax  it.  When  j^ou 
have  a  situation  of  that  kind,  when  you  have  all  the  kinds  of 
taxes  that  you  can  devise,  and  are  raising  all  the  money  that 
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you  can,  it  is  obvious  that  the  only  way  in  which  you  can  ex- 
ercise any  local  option  is  to  reduce  the  number  of  things  taxed. 

Now  as  a  further  historical  statement,  the  State  of  New  York 
has  not  been  only  recently  awakened  to  tax  reform.  The  in- 
spiration of  the  tax  reform  movement,  which  has  reached  such 
great  proportions  in  New  York,  was  in  the  report  of  the  David 
A.  Wells'  Commission  of  1871,  and  Mr.  Thomas  G.  Shearman 
was  a  student  of  Wells'  long  before  he  ever  heard  of  the  writings 
of  Henry  George.  The  report  of  the  David  A.  Wells'  Commis- 
sion has  been  the  basis  upon  which  all  the  legislation  in  New 
York  has  proceeded.  It  has  built  upon  those  recommendations, 
and  has  not  yet  reached  the  ultimate  of  the  recommendations 
that  were  contained  in  that  report. 

Perhaps  I  should  say  that  in  some  respects,  and  in  the  main,  I 
would  agree  with  the  argument  laid  down  by  Professor  Bullock. 
To  take  a  State  as  a  unit  of  government  is  itself  a  question  of 
expediency.  It  is  not  likely  that  we  should  under  American 
conditions  make  very  great  progress  by  giving  to  each  local 
community  entire  power  over  its  local  taxation,  and  the  kind 
of  property  which  it  should  tax.  I  think  that  in  many  cases 
the  adoption  of  the  county  as  a  unit  is  extremely  unfortunate, 
because  that  is  only  a  geographical  division.  While  I  would 
not  advise  under  present  conditions  that  the  people  of  any  State 
should  put  their  hope  upon  local  option  in  the  sense  of  giving 
a  county  or  city  entire  local  option  to  exempt  or  to  tax  to  the 
fullest  degree,  on  the  other  hand,  I  think  this  association  should 
be  careful  before  reversing  formally  an  action  which,  as  Professor 
Bullock  says,  was  not  strong,  but  is  being  by  some  persons 
misinterpreted,  and  thereby  taking  a  very  strong  and  decided 
stand  on  the  other  side  of  the  question. 

Those  of  you  who  heard  my  address  on  Tuesday  will  remem- 
ber that  I  pointed  out  the  unfortunate  situation  in  Oregon 
through  these  initiative  amendments;  that  the  local  option 
amendment  was  badly  drawn  and  badly  designed,  and  that  in 
both  its  local-option  feature  and  in  its  tying  the  hands  of  the 
Legislature  it  was  an  extremely  ill-advised  measure;  but  I  do 
not  think  that  this  association  should  lend  its  aid,  except  in 
the  statement  of  some  very  broad  general  principle,  to  the  local 
fight  that  may  be  going  on  in  Oregon.     I  appreciate  fully  Mr. 
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Galloway's  situation,  and  sympathize  with  him  in  the  defeat  of 
the  two  amendments  submitted  by  the  Legislature.  I  may  say 
that  I  helped  a  little  in  framing  those,  and  in  trying  to  secure 
their  adoption.  I  would  be  glad  to  see  them  adopted  at  the  next 
election  and  the  local  option  amendment  repealed,  but  I  would 
not  ask  that  the  weight  of  this  association  be  thro\Mi  decisively 
against  local  option,  or  that  it  take  sides  upon  the  question. 

Professor  Bullock's  new  argument  has  absolutely  no  place  in  the 
discussions  and  deliberations  of  this  Conference.  I  regret  that 
he  has  seen  fit  to  bring  in  a  question  of  social  reform,  which  to 
my  mind  has  no  relation  to  the  matter  of  taxation.  Professor 
Bullock  has  said  that  the  danger  of  local  option  was  that  under  it 
a  tax  could  be  levied  so  high  as  to  confiscate  private  property  in 
land,  in  accordance  with  the  theories  of  Henry  George.  It  would 
have  been  just  as  relevant  if  Professor  Bullock  had  asked  us  to 
take  a  stand  as  a  conference  against  the  license  system,  because 
through  the  imposition  of  the  license  the  fee  could  be  made  so 
high  as  to  destroy  any  business,  such  as  the  liquor  traffic.  These 
are  questions  that  should  not  enter  into  our  discussions. 

If  we  ought,  as  an  association,  to  stand  steadfastly  against 
any  attempt  to  increase  a  tax  upon  the  value  of  land  for  fear 
that  the  majority  of  the  people  might  see  fit  to  increase  it  unduly, 
we  ought  to  be  still  more  cautious,  and  not  only  retain  all  uni- 
form clauses  in  constitutions  that  would  prevent  any  such  dis- 
aster, but  at  the  same  time  we  should,  for  fear  the  tax  might 
be  so  unduly  increased,  take  a  position  for  the  abolition  entirely 
of  all  of  the  present  tax  upon  land,  lest  at  some  future  time  it 
may  be  extended  so  far  as  to  confiscate  property.  I  am  serious. 
I  do  not  believe  he  should  have  interjected  a  question  of 
social  reform  which  is  sought  to  be  achieved  sometimes  by  the 
exercise  of  the  power  of  taxation,  but  which  could  be  achieved 
by  the  exercise  of  many  other  methods,  and  I  do  not  believe 
this  should  be  allowed  to  interfere  with  the  development  of 
a  rational  and  progressive  system  of  taxation.  For,  after  all, 
the  people  are  not  children,  the  people  are  not  to  be  oppressed, 
subdued,  and  governed.  If  at  any  time  the  people  of  the  United 
States  should  decide  that  they  wished  to  confiscate  private 
property  in  land,  or  private  property  in  buildings,  or  in  anything 
else,  you  may  be  sure  that  they  will  very  quickly  achieve  their 
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wish.  And  until  they  do  so  intend  to  confiscate  any  property 
you  may  be  equally  sure  that  no  opening  of  the  door  to  some 
rational  experiments  and  improvements  in  taxation  will  be  so 
disastrous  that  this  association  should  be  governed  by  preju- 
dice against  one  particular  social  theory,  and  take  a  stand 
against  the  consensus  of  opinion  that  every  State  should  be 
allowed  to  classify,  exempt,  and  arrange  its  taxation  system  as 
it  sees  fit,  and  should  be  allowed  to  delegate  just  so  much  of 
that  power  of  classification  to  any  of  its  local  subdivisions  as 
at  any  time  the  Legislature,  representing  the  assembled  wis- 
dom of  its  people,  or,  as  in  Oregon,  the  people  themselves, 
who  have  decided  to  exercise  their  assembled  wisdom  in  an- 
other way,  should  deem  expedient. 

Gov.  E.  F.  Noel  (Mississippi) :  I  think  the  speaker  who  has 
just  preceded  me  is  an  authority  on  taxation,  but  not  on  con- 
stitutional law  nor  on  our  theory  of  government.  It  is,  as  he 
says,  difficult  to  try  to  distinguish  between  the  different  subdivi- 
sions of  the  State.  Local  option  would  leave  the  anarchist  to 
work  out  his  own  salvation  or  extend  it  through  the  block  or 
through  the  precinct,  or  through  the  ward.  He  says  if  we  put  no 
limitation  there,  there  is  no  reason  why  we  should  put  any  on 
the  State.  There  is  a  broad  line  between  the  power  of  the 
State  and  the  power  of  its  subdivisions. 

When  the  power  of  England  was  overthrown,  its  sovereignty 
went  not  to  the  counties,  not  to  the  municipalities,  but  to  the 
provinces  which  are  now  the  States,  absolutely  sovereign.  They 
were  to  direct  the  course  or  policy  for  all  the  people  of  the  State. 
When  other  States  were  admitted  a  similar  authority  was  given. 
A  general  government,  at  first  very  weak,  and  afterwards  some- 
what stronger  under  the  Constitution,  was  created.  Certain 
authority  was  conferred  on  the  general  government  through 
the  Constitution  of  the  United  States,  and  all  other  authority 
was  retained  by  the  States ;  not  the  precincts,  not  the  counties, 
but  retained  by  the  States  for  the  protection  of  the  people  of 
the  State.  Now  to  say  that  they  should  give  to  the  United 
States  government,  a  government  of  absolutely  defined  and  lim- 
ited powers,  the  power  to  control  everything  in  the  State,  is  to 
undermine,  overthrow,  and  destroy  utterly  the  theory  on  which 
our  government  was  created.     We  say  give  to  the  Federal  gov- 
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ernment  the  powers  conferred  upon  it,  but  retain  to  the  State 
the  power  retained  by  it,  which  is  the  power  to  protect  every 
citizen  in  every  part  of  the  State  from  extortion  and  wrong  from 
individuals  or  combinations  of  individuals,  whether  operating 
through  a  precinct  or  a  county  or  any  other  subdivision. 

There  is  where  the  logic  and  the  Constitution  conflict.  All 
the  authority  given  to  the  State  is  delegated  to  the  Legislature, 
except  where  the  State's  own  Constitution,  or  that  of  the  United 
States,  restricts  its  powers.  It  represents  the  sovereignty  of 
the  State  without  any  limitations  other  than  the  Federal  and 
the  State  Constitution.  When  we  say  remove  the  restrictions 
from  the  Legislature,  we  say  give  to  the  modern  tendency  of  the 
nation,  give  to  the  spirit  of  uniformity,  give  to  the  experience 
of  our  kind,  an  opportunity  for  action  by  the  people  through 
the  sovereign  authority  which  was  derived  from  the  English 
government  by  the  thirteen  colonies  or  States,  and  afterwards 
shared  by  all  others  that  were  admitted  to  the  Union  on  equal 
terms.  That  is  what  it  is.  We  say  give  this  authority  to  the 
Legislature  without  handicapping  and  cramping  it  by  the  re- 
strictions that  were  regarded  as  necessary  in  the  old  times,  but 
are  now  out  of  date.  When  we  want  uniformity  we  find  some 
old  constitutional  provision  preventing  it  unless  we  abide  for- 
ever in  the  swaddling  clothes  and  restrictions  of  the  old  times 
and  the  outworn  conditions.  Give  to  the  Legislature  a  free 
hand,  and  give  it  the  authority  to  meet  the  present  conditions 
with  present  methods. 

It  is  a  wholly  different  proposition  when  you  say  give  to  this 
man  the  right  to  do  everything  that  he  sees  fit,  or  give  to  the 
people  in  this  building,  or  in  this  block,  or  in  this  street,  or  in 
this  precinct,  or  in  this  county,  the  right  to  handle  everybody 
in  that  division.  Then  we  are  destroying  the  sovereignty  of 
the  State,  which  is  for  the  protection  of  the  individuals  through- 
out the  State.  You  have  no  county  or  city  constitution,  but 
you  have  a  state  constitution  for  the  protection  of  all  the  people 
in  the  State,  so  that  the  position  of  Professor  Bullock  is  absolutely 
logical,  it  is  absolutely  in  accord  with  our  theory  of  government, 
which  is  to  continue  the  right  of  every  citizen  to  look  to  the  State 
for  protection  from  the  lawless  individual,  or  the  lawless  com- 
bination of  individuals,  to  override  these  rights  which  the  people 


296  STATE  AND  LOCAL  TAXATION 

of  the  State  are  not  willing  to  have  overridden  throughout 
the  State.  The  logic  does  not  extend  to  confer  upon  an  indi- 
vidual, or  a  subdivision,  the  authority  conferred  upon  the  State 
except  as  restricted  by  the  Constitution  itself.  That  is  the 
difference. 

Now  Professor  Bullock  says  if  there  be  good  in  the  single  tax, 
try  it  on  the  people  of  all  the  State,  and  see  whether  they  like 
it  or  not.  Then  if  there  be  evil  in  it  let  the  people  speak  for 
the  whole  State.  It  is  an  entirely  different  question  from  that 
of  letting  this  street,  or  this  precinct,  or  this  individual,  de- 
termine for  himself  what  other  individuals  that  he  might  have 
in  his  power  temporarily  might  do  with  their  own.  We  are 
seeking  to  secure  state  uniformity  of  taxation.  We  should  not 
forget  that  we  would  enforce  the  confusion  of  confusions  by 
letting  each  county  do  whatever  it  may  choose  to  do,  and  inter- 
fere whenever  it  chooses  to,  with  the  rights  of  its  own  citizens 
or  any  part  of  them.  We  want  state  uniformity,  we  want  state 
action,  but  we  want  state  regulation,  and  we  do  not  want  indi- 
vidual or  local,  arbitrary  or  excessive,  control  or  experimentation 
at  the  expense  of  individuals  or  minorities. 

Mr.  R.  B.  Wilson  (Idaho) :  It  seems  from  the  remarks 
that  have  been  made  here  to-night,  rather  by  implication  than 
otherwise,  that  the  single  tax  is  a  dangerous  proposition.  Mr. 
Bullock  has  thrown  down  the  gauntlet,  and  says  that  that  is  the 
reason  for  the  local  option  idea.  It  seems  to  me  that  there  is  a 
principle  besides  that,  but  if  that  were  the  only  reason  it  would 
be  certainly  worthy  of  our  support.  I  want  to  say  to  you  here 
that  I  believe  in  the  single  tax,  and  that  any  experiment  station 
that  can  be  established  that  will  prove  the  truth  or  falsity  of 
that  proposition  may  lead  to  greater  things  than  anything  else 
that  can  be  considered  by  this  association.  The  power  to  tax, 
as  has  been  said  by  the  Supreme  Court  of  this  land,  is  the  power 
to  destroy.  The  powers  of  taxation  have  long  been  recognized, 
and  the  powers  of  taxation  certainly  should  be  considered  by 
this  association  as  well  as  anything  else.  And  it  seems  to  me 
that  the  development  of  our  country  is  such  that  it  has  brought 
this  question  upon  us  for  solution. 

Only  a  few  years  ago  trade  and  commerce,  compared 
with  that   of   to-day,    was   almost   nothing.     To-day   one   of 
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the  greatest  means  of  production  is  that  of  transportation 
or  commerce,  as  is  shown  by  the  addition  of  values  that 
take  place  throughout  the  processes  of  commerce.  These  lines 
of  commerce  or  trade  follow  certain  defined  directions.  They 
cross  at  certain  points,  and  we  call  them  commercial  centers, 
and  the  mere  ownership  of  a  mere  paper  title  to  a  small 
spot  in  one  of  those  commercial  centers  beats  all  the  Aladdin's 
lamps  that  ever  were  dreamed  or  read  of.  The  laboring  classes 
of  our  country  are  the  genii  and  the  slaves  of  those  few  individ- 
uals, and  whether  you  believe  it  or  not,  though  I  am  not  a 
prophet,  I  want  to  say  to  you  that  this  question  is  getting  big- 
ger and  bigger  with  the  more  inventions  and  labor-saving  machin- 
ery that  we  put  in  use ;  and  we  must  solve  it,  and  1  believe  in 
the  near  future.  As  for  the  accusation  that  the  single  tax 
would  confiscate  anybody's  property,  it  brings  in  the  question 
that  all  vested  rights  are  moral  wrongs.  If  we  have  not  the 
right  to  change  our  government,  then  we  are  governed  by  our 
ancestors  that  have  been  laid  in  the  grave,  and  if  we  have  that 
right  we  certainly  have  the  right  to  collect  in  the  form  of  taxa- 
tion the  values  that  the  community  produces  in  the  articles 
that  belong  to  all  mankind  alike,  the  earth  and  its  resources, 
and  those  values  are  being  produced  to-day,  not  yesterday,  not 
to-morrow,  but  now.  If  we  allow  them  to  go  into  the  pockets 
of  a  few  individuals,  the  State  has  given  away  its  revenues, 
it  has  given  away  that  which  belongs  to  it,  and  in  every  article 
that  we  buy  it  must  rob  us  of  a  portion  of  our  toil.  That  is 
what  our  system  of  taxation  is  doing  to-day,  and  I  want  to  say 
to  you  that  the  single  tax  is  the  most  scientific  thing  that  has 
been  written  in  our  day.  The  establishment  of  man's  natural 
relations  to  the  universe,  which  can  be  brought  about  through 
this  kind  of  taxation,  is  the  greatest  work  that  any  of  us  can 
be  occupied  with  to-day. 

Mr.  K.  K.  Kennan  (Wisconsin) :  I  move  that  we  adjourn 
until  9 :  30  to-morrow  morning,  with  the  privilege  of  continuing 
the  discussion  then. 

The  Chairman  :  Mr.  Freeman  has  just  reminded  me  that  an 
entertainment  has  been  provided  for  us  this  evening  at  ten 
o'clock.  It  is  now  half-past  ten,  and  in  view  of  those  circum- 
stances unless  there  is  some  objection  the  meeting  will  adjourn. 

[Thereupon  the  meeting  adjourned.] 
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REPORT   OF   THE   COMMITTEE    ON  A    MODEL 
INHERITANCE   TAX   LAW 

Your  Committee  on  a  Model  Inheritance  Tax  Law  reports 
progress  and  success.  The  model  inheritance  tax  law  recom- 
mended by  this  Committee  in  its  report  to  the  Conference  held 
last  year,  and  which  was  subsequently  indorsed  by  a  resolution 
of  the  Conference/  has  been  enacted  by  the  State  of  New  York. 
The  provisions  for  the  avoidance  of  double  taxation  are  exactly 
as  recommended,  and  while  the  rates  have  been  modified  and 
the  exemptions  are  somewhat  larger,  that  is  a  local  question 
which  does  not  affect  the  principle  of  interstate  comity  established 
by  the  new  law. 

New  York  was  referred  to  in  our  report  last  year  as  a  most 
flagrant  offender  in  double  taxation  under  the  inheritance 
tax  law.  By  the  amendments  made  this  year.  New  York 
ceases  to  be  an  offender  and  has  become  a  leader  in  fair  inher- 
itance tax  legislation.  The  new  law  establishes  interstate 
comity  on  a  fair  and  reasonable  basis.  It  does  not  depend  upon 
the  action  of  any  other  State  or  country,  and  contains  no  re- 
ciprocal or  retaliatory  provision.  New  York  has  enacted  this 
law  believing  it  to  be  just,  without  waiting  for,  or  making  its 
action  depend  upon,  the  legislation  of  other  States,  and  looks  to 
other  States  to  follow  its  example. 

1  Resolution  adopted  by  the  Fourth  Conference  on  State  and  Local  Taxa- 
tion, Milwaukee,  September  1,  1910 

"  Whereas:  This  Conference  is  of  the  opinion  that  the  adoption  by  the 
several  states  of  the  Union,  of  an  inheritance  tax  law  framed  along  the 
lines  of  that  submitted  by  the  special  committee  of  the  Association 
would  provide  a  fair  return  to  the  state  treasuries,  avoid  double  taxa- 
tion, and  promote  interstate  comity, 

"Resolved:  That  the  secretary  of  the  International  Tax  Association 
be  requested  to  forward  to  the  proper  officials  of  the  several  states  of 
the  Union  a  copy  of  the  proposed  law  together  with  the  text  of  this 
resolution,  with  a  request  to  submit  the  same  to  the  proper  committee 
of  the  legislature  at  its  next  session." 
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It  will  be  remembered  that,  in  1910,  at  a  special  session  of  the 
Legislature,  New  York  changed  its  prior  inheritance  tax  law 
and  established  progressive,  graded  rates  higher  than  those  of 
other  States  except  Oklahoma,  reaching  a  maximum  of  twenty- 
five  per  cent.  That  law  continued  the  double  taxation  features 
of  the  former  law.  Intangible  property  of  nonresident  dece- 
dents, such  as  securities  or  money  deposited  in  New  York,  or 
shares  in  New  York  corporations,  was  subject  to  this  tax, 
although  such  property  had  a  situs  at  the  residence  of  the 
decedent  as  part  of  his  estate,  and  was  liable  to  an  inheritance 
tax  there  also.  As  most  States  and  countries  now  have  inher- 
itance taxes,  this  great  increase  in  the  New  York  rates  very 
greatly  increased  the  injustice  of  double  taxation. 

The  high  rates  also  resulted  in  vigorous  protests  from  resi- 
dents of  the  State,  many  of  whom  threatened  to  change  their 
residence,  and  some  wealthy  citizens  actually  did  move  away. 
The  whole  subject  of  inheritance  taxation  was  therefore  up  for 
discussion  when  the  Legislature  assembled  this  year. 

Governor  Dix  showed  great  interest  in  this  question,  and 
especially  in  favor  of  abolishing  double  taxation.  In  April 
he  sent  a  special  message  to  the  Legislature  urging  that  con- 
sideration be  given  to  the  entire  subject. 

Two  members  of  your  committee,  Messrs.  Heydecker  and 
Pleydell,  thereupon  prepared  a  bill  amending  the  New  York  law 
in  conformity  with  the  model  law,  with  some  alteration  in  the 
rates,  and  this  bill  was  introduced  by  Senator  Dennis  J.  Harte. 
It  was  generally  approved  by  the  press  and  indorsed  by  various 
organizations,  the  New  York  Tax  Reform  Association  taking 
the  lead  in  working  for  its  enactment.  There  was  considerable 
opposition  manifested  at  first,  however,  to  giving  up  the  revenue 
which  the  State  had  heretofore  obtained  through  the  taxation 
of  certain  property  of  nonresidents  which  the  provisions  for 
abolishing  double  taxation  would  exempt.  This  loss  was  the 
more  serious  in  that  the  state  treasury,  owing  to  large  appro- 
priations of  the  preceding  year,  was  confronted  with  a  deficit. 
In  favor  of  the  bill,  it  was  argued  that  such  double  taxation  was 
taking  a  dishonest  advantage  of  ignorance  (as  no  one  conver- 
sant with  the  law  would  keep  such  j^roperty  in  New  York  when 
it  could  as  easily  be  deposited  elsewhere),  that  it  was  a  discrim- 
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ination  against  New  York  institutions  and  corporations  by  pre- 
venting investments  by  nonresidents,  and  that  New  York 
should  do  the  honest  and  fair  thing  regardless  of  the  action  of 
other  States.  These  arguments  prevailed,  and  after  committee 
hearings  and  conferences  with  legislative  leaders,  the  bill  was 
reported  favorably  with  a  few  minor  amendments. 

Governor  Dix  thereupon  sent  a  special  message  to  the  Legis- 
lature July  10,  reciting  the  causes  which  had  led  up  to  the 
framing  of  this  bill,  and  strongly  urging  its  passage,  and  the 
next  week  it  became  a  law. 

Provisions  of  New  York  Law 

The  New  York  law  is  in  the  form  of  an  amendment  to  several 
sections  of  the  tax  law,  being  Chapter  732  of  the  laws  of  1911, 
and  was  signed  July  21,  taking  effect  immediately.  The 
exemption  from  double  taxation,  and  the  rates,  apply  to  the 
estates  of  the  persons  whose  decease  occurs  after  that  date. 

This  new  law  makes  several  substantial  changes  in  prior 
New  York  statutes.  It  retains  the  principle  of  graded  rates, 
first  introduced  by  the  law  of  1910,  but  reduces  the  rates  of  that 
law  and  increases  the  exemptions.  The  exemptions  and  the 
rates,  which  apply  in  each  case  to  the  amount  passing  to  a  bene- 
ficiary, and  not  to  the  size  of  the  entire  estate,  are  as  follows : 


Amount  exempt 

Above  exemption,  up  to  .'?50,000,  rate  .  . 
Excess  over  .$60,000  up  to  $250,000,  rate  .  . 
Excess  over  $260,000  up  to  $1,000,000,  rate  . 
Excess  over  $1,000,000 


Direct 

Collateral 

$5000 

$1000 

1% 

5% 

2% 

6% 

3% 

7% 

4% 

8% 

The  second  important  change,  and  the  one  of  most  general 
interest,  is  the  avoidance  of  double  taxation,  through  the  divi- 
sion of  taxable  transfers  into  tangible  property  and  intangible 
property.  The  New  York  law  now  follows  exactly  the  defini- 
tions of  sections  1  and  2  of  the  model  law,  as  printed  in  our 
report  of  last  year.  The  estates  of  residents  are  taxable  upon 
tangible  property  located  in  the  State,  and  intangible  property 
wherever  situated.     The  estates  of  nonresidents  are  taxable 
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only  upon  tangible  property  located  within  the  State,  and  there 
is  no  tax  upon  their  intangible  property. 

Tangible  property  is  defined  as  corporeal  property,  such  as 
real  estate  and  goods,  wares  and  merchandise.  Intangible 
property  is  defined  as  incorporeal  property,  including  money, 
deposits  in  bank,  shares  of  stock,  bonds,  notes,  credits,  evidences 
of  an  interest  in  property  and  evidences  of  debt. 

The  third  important  change  in  the  law  is  the  extension  of 
the  exemption  heretofore  confined  to  educational,  religious, 
and  charitable  corporations  (not  conducted  for  profit)  in  New 
York  State,  so  that  bequests  to  similar  corporations  of  other 
States  are  also  exempt. 

State  Comity 

Your  Committee  was  appointed  originally  in  1908  to  draft 
a  model  law  to  prevent  double  taxation,  following  the  adoption 
of  a  resolution  by  the  First  National  Tax  Conference  in  1907, 
which  was  as  follows  : 

"  Whereas :  The  principles  of  international  and  interstate  comity 
require  that  the  same  property  should  not  be  taxed  by  two 
jurisdictions  at  the  same  time,  and  the  laws  for  taxation  of  the 
transfer  of  property  at  death  commonly  transgress  these  prin- 
ciples :   be  it 

"  Resolved :  That  succession  and  inheritance  tax  laws  should  be 
so  amended  that  the  same  property  shall  not  be  taxed  by  two 
jurisdictions  at  the  death  of  the  owner. 

'' Resolved:  That  the  same  principles  should  be  applied  in  all 
tax  legislation  to  the  end  that  no  property  should  be  taxed  by 
two  state  jurisdictions  at  the  same  time." 

The  model  law  reported  after  tw^o  years'  work  and  consulta- 
tion was  framed  to  establish  interstate  comity,  prevent  double 
taxation,  and  give  a  proper  share  of  taxable  property  to  any 
State  enacting  it.  The  Conference  last  year  indorsed  this  law 
and  directed  that  it  be  transmitted  to  the  appropriate  ofl5cials 
of  each  State  with  a  request  that  it  be  called  to  the  attention 
of  the  Legislature. 

In  presenting  our  report  last  year,  we  said  that  we  felt  it 
would  be  presumptuous  to  ask  the  tax  officials  here  who  repre- 
sented States  that  now  have  an  inheritance  tax  law  to  try  at 
once  to  have  the  model  law  adopted. 
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The  prompt  response  of  New  York,  however,  encourages  us 
to  believe  that  other  States  will  now  take  up  this  question. 

We  ask  the  earnest  consideration  of  the  delegates  here,  and 
of  all  who  desire  to  advance  interstate  comity,  to  the  words 
of  Governor  John  A.  Dix,  in  his  message  to  the  New  York 
Legislature,  urging  the  enactment  of  the  bill  now  law,  and 
quoted  by  him  in  his  paper  on  "State  Comity  and  Taxation." 

"The  evils  of  double  taxation  of  inheritances  have  become 
more  marked  year  by  year  as  one  State  after  another  has 
enacted  inheritance  tax  legislation,  until  now  even  triple  taxa- 
tion is  not  unknown.  With  the  diversity  of  investment  natural 
to  such  a  nation  as  ours,  where  state  lines  are  disregarded  in 
business  affairs,  this  double  taxation  must  be  abandoned  or  it 
will  inevitably  lead  to  a  demand  that  a  federal  inheritance  tax 
be  substituted  for  state  taxation  and  a  most  important  source 
of  state  revenue  will  be  irretrievably  lost. 

"This  subject  has  been  long  and  carefully  considered  by  con- 
ferences of  tax  officials  and  economists.  The  bill  before  you 
conforms  to  the  recommendations  adopted  by  the  last  confer- 
ence on  state  and  local  taxation  of  the  International  Tax 
Association,  in  which  most  of  the  States  participated  and  at 
which  New  York  was  represented.  The  Conference  held  at 
Utica  this  year,  made  up  of  representatives  of  our  state  and  local 
tax  ofl&cials,  has  also  indorsed  the  principles  on  which  this  bill 
is  based. 

"New  York  was  the  pioneer  in  laws  for  the  taxation  of  inher- 
itances, and  other  States  have  largely  based  their  laws  upon 
ours.  New  York  should  lead  again  and  do  away  with  this 
injustice  of  double  taxation,  which  has  now  grown  to  such  great 
proportions,  and  we  may  confidently  expect  that  other  States 
who  now  offend  in  this  respect  will  again  follow  our  example, 
but  this  time  in  the  right  direction. 

"The  enactment  of  a  law  with  reasonable  graded  rates, 
liberal  exemptions  to  small  bequests,  just  to  our  own  citizens 
and  fair  in  its  relations  to  those  of  other  States,  will  restore 
confidence  in  the  business  and  financial  world,  retain  our  citi- 
zens, whom  by  our  present  law  we  are  threatening  to  drive  into 
exile,  provide  a  fair  and  increased  revenue  for  the  State  and 
emphasize  the  preeminence  of  New  York  in  just  and  reasonable 
tax  legislation." 

General  Legislation 

Other  than  in  New  York  few  changes  in  inheritance  tax  laws 
were  made  by  the  States.  Those  of  California  and  Minnesota 
were  the  most  radical.     The  former  followed  the  New  York 
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law  of  1910,  and  the  rates  were  materially  increased,  a  maximum 
rate  of  twenty-five  per  cent  applying  to  collateral  bequests  in 
excess  of  $500,000.  In  Minnesota  the  lineal  rates  were  de- 
creased, and  tlie  collateral  rates  increased,  the  maximum  of  the 
latter  being  fifteen  per  cent.  Four  of  the  States  now  have 
exemptions  applying  to  distributive  shares  of  collateral  bequests. 
Connecticut  allows  an  exemption  of  $500  to  this  class.  The 
summary  of  the  changes  made  by  the  different  States  this  last 
legislative  session  is  appended  to  this  report. 

The  table  showing  the  main  provisions  of  the  inheritance  tax 
laws  of  all  the  States  of  the  Union,  the  rates,  exemptions,  etc., 
as  revised  is  also  appended  as  part  of  this  report. 

It  is  probable  that  desirable  changes  in  interstate  comity,  in 
following  the  lead  of  New  York  in  preventing  double  taxation, 
must,  to  be  effective,  come  from  within  the  States  themselves. 

While  the  inspiration  of  the  National  Tax  Conference  maybe  of 
considerable  assistance,  as  it  undoubtedly  was  in  New  York  State, 
the  principal  influence  which  will  bring  about  desirable  changes 
in  the  interest  of  just  legislation  will  come  from  the  expression  of 
the  better  sentiment  of  the  people  of  the  different  States. 

It  would  seem  to  be  the  duty  of  all  delegates  and  members 
of  this  Association  to  use  their  influence  in  as  many  ways  as 
possible  to  bring  about  the  discontinuance  of  double  taxation 
of  inheritances  and  successions. 

William  H.  Corbin,  Chairman, 

Tax  Commissioner,  Connecticut. 
Chas.  J.  Bullock, 

Harvard  University. 
Lawson  Purdy, 

President    Dept.    of   Taxes   and 
Assessments,  City  of  New  York. 
A.  C.  Pleydell, 

Sec'y  N.  Y.  Tax  Reform  Ass'n. 
E.  L.  Heydecker, 

Assistant  Tax  Commissioner, 
City  of  New  York. 
Joseph  H.  Underwood, 

University  of  Montana. 
S.  S.  Huebner, 

University  of  Pennsylvania.      Committee. 
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MAIN   PROVISIONS  OF   INHERITANCE  TAX   LAWS,   IF  ANY,   GIVING 
RATES,    EXEMPTIONS.    ETC. 


States 


Dates  of 
Earliest  AND 
Most  Re- 
cent Act 


Special 
Features 


Alabama 
Alaska  . 
Arizona 
Arkansas    . 
California 
Colorado    . 
Connciticut 
Delaware  . 
Dist. Columbia 
Florida 
Georgia 
Hawaii 
Idaho    . 
Illinois  . 
Indiana 
Iowa 
Kansas 

Kentucky 
Louisiana 
Maine   . 
Maryland 
Massachusetts 

Michigan  .     . 
Minnesota 
Mississippi 
Missouri     .     . 
Montana    . 
Nebraska  .     . 
Nevada 

New  Hampshire 
New  Jersey    . 
New  Mexico  . 
New  York 
North  Carolina 
North  Dakota 
Ohio      .     .     . 
Oklahoma 
Oregon 
Pennsylvania 
Porto  Ripo 
Rhode  Island 
South  Carolina 
South  Dakota 
Tennessee 
Texas    .     . 
Utah     .     . 
Vermont    . 
Virginia 
Washington 
West  Virginia 

Wisconsin 
Wyoming 


No  law 
No  law 

No  law 

1901 

1893 

1901 

1889 

1869 

No  law 

No  law 

No  law 

1892 


1901 
1896 
1844 
1901 
1887 


1868     1911 
1903    1909 


Progressive 
Progressive 
Progressive 
Reciprocal 
Graded 


Progressive 
Progressive 

Tax   Lim.,   Grd. 
and  Progressive 


Progressive 

Tax    Lim.,    Grd. 
pro.,  Recip. 

Progressive 


Progressive 


"Model  Law' 
Progressive 


Progressive 
Progressive 


Progressive 


Progressive 
Progressive 
Progressive 

Tax  Limitation 

Progressive 
Tax    Lim.,    Grd. 
and  Progressive 
Progressive 


'  Alabama  had  an  inheritance  tax  law  in  1848.     Constitution  of  1901  says  2  j  per  cent  may 
be  imposed,  but  Legislature  never  has  passed  statute.  ^  This  applies  to  each  person. 

'  Varies  with  portion  of  estate  in  Connecticut  owned  by  nonresident.  *  Aliens  20  per  cent 
—  alien  brothers  and  sisters  10  per  cent.  '  Applied  to  aliens  only.  '  Husband  or  wife  ex- 
empt from  any  tax.  '  In  creasing  jis  of  1  per  cent  for  every  SlOO  in  excess  of  S5000.  ^  fn. 
creasing  -\  to  I'.j  of  1  per  cent  for  every  SlOO  in  excess  of  SlOO  and  SoOO  respectively.  This 
statute  literally  applied  results  in  confiscation  of  all  in  excess  of  certain  amounts  in  large 
estates.  »  Estates  of  less  than  SIO.OOO  are  exempt.  '"  To  certain  lineals  an  exemption  of 
$20,000.       11  Exemption  to  widow  315,000.  and  each  other  lineal  §10,000. 
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Summary  of  Inheritance  Tax  Law  Changes  1911 

CALIFORNIA:  Law  of  1911  follows  New  York  law  of  1910. 
Lineal :  Rates  increased  from  1%  to  d%  to  1  %  to  5  %. 
Exemptions    increased    from    $4000-$10,000  to  $10,000- 

$2000. 
Collateral :    Rates  increased  fro7n  1!%  to  15  %  /o  2  %  to 
25  %.      Exemptions  same  as  under  the  old  law,  but  apply 

to  each  distributive  share  instead  of  to  the  entire  estate. 

CONNECTICUT:     Law   of    1911    includes    brothers  and   sisters 
under  class  of  lineal  beneficiaries. 
Collateral :     Exemption  of  $500  allowed  on  each  distrib- 
utive share. 

HAWAII :  The  appraisal  of  all  property  subject  to  the  inher- 
itance tax  to  be  at  its  full  cash  value  as  of  the  date 
of  the  decedent's  death,  by  taking  the  price  of  all  secur- 
ities, that  is,  what  they  were  bought  and  sold  for  upon 
that  date,  or,  if  there  were  no  sales,  by  ascertaining 
the  average  price  for  a  reasonable  period  of  time  be- 
fore and  after  the  date  of  death. 

IOWA :  A  new  law  enacted  ;  a  revision  containing  practically 
the  provisions  of  the  former  act. 

KA.NSAS :  Legislature  passed  new  law,  but  it  was  vetoed  by  the 
Governor. 

KENTUCKY :  October  27,  1909,  Court  of  Appeals  decision  ap- 
plies exemption  of  $500  to  each  distributive  share  in- 
stead of  to  the  entire  estate  —  Letters  of  Auditor  of 
Pubhc  Accounts,  dated  August  3,  1911. 

MAINE  :     Lineal :    Exemptions  changed  from  $10,000  to  $500- 
$10,000  and  applied  to  each  distributive  share  instead 
of  to  the  entire  estate. 
Collateral :    Exemption  of  $500  extended  to  apply  to  each 
distributive  share  instead  of  to  the  entire  estate. 

MASSACHUSETTS :  Papers,  and  copies  of  papers,  affidavits, 
statements,  letters,  and  other  information  and  evi- 
dence filed  with  the  tax  commissioner  open  only  to  the 
inspection  of  certain  persons. 
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Section  of  Chapter  490,  1909,  amended  by  inserting  after 
the  word  "death  "  the  words:  "including  so  much  of 
each  share  of  stock  in  any  railroad,  or  street  railway  or 
telegraph  or  telephone  company  incorporated  under  the 
laws  of  this  commonwealth  and  also  under  the  laws  of 
some  other  state  or  country  as  is  proportional  to  the 
part  of  such  company's  line  lying  without  the  common- 
wealth." This  operates  to  exempt  such  proportionate 
part. 

MICHIGAN :    All  changes  seem  to  apply  to  probate  courts  only. 

MINNESOTA :  Legislature  passed  a  law,  approved  and  in  effect 
April  18,  1911,  to  apply  only  to  July  1,  1911. 

Law  in  effect  July  1,  1911 :  — 

Lineal :    Rates  decreased  from  1|  %  to  5  %  <o  1%  to  3  %. 

Exemptions  changed  from  $10,000  to  S3000-$10,000  and 
applied  to  each  distributive  share  instead  of  to  the  en- 
tire estate. 

Collateral :  Rates  increased  from  I5  %  to  5  %  ^o  3  %  to 
15%. 

Exemptions  decreased  from  $10,000  to  $100-S1000  and 
applied  to  each  distributive  share  instead  of  to  the  entire 
estate. 

NEBRASKA :  Change  in  date  of  payment  of  tax  after  death  of 
decedent. 

NEW  HAMPSHIRE :  A  new  law  enacted,  a  revision  containing 
practically  all  of  the  provisions  of  the  former  act. 

NEW  YORK :    Follows  modcl  inheritance  tax  law  suggested  by 

National  Tax  Association  Committee. 
Lineal :    Rates  decreased  from  1%  to  5%  to  1  %  to  4 %.^ 
Exemption    increased    from    $500    (with    certain    lineals 

$5000)  to  $5000. 
Collateral :    Rates   decreased  from  5  %  to  25%  to  5% 

to  8  %} 
Exemption  increased  from  $100  to  $1000. 

1  The  points  at  which  the  increase  in  rate  applies  were  moved  for- 
ward also.  In  the  old  law  they  were  $25,000,  $100,000,  $500,000, 
$1,000,000.    In  the  new  law  they  are  $50,000,  $250,000,  $1,000,000. 
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NORTH  CAROLINA :  Law  made  to  apply  to  each  distributive 
share  of  real  as  well  as  personal  property,  as  heretofore 
provided. 

PENNSYLVANIA :     Makes  changes  as  to  adoption. 

WISCONSIN :  Tax  Commission  authorized  to  investigate  the 
administration  of  the  inheritance  tax  laws  and  to  ap- 
point an  inheritance  tax  investigator  to  gather  infor- 
mation relative  to  the  administration  of  the  inheritance 
tax  law  in  the  different  counties  in  the  State  and  its 
relation  to  the  estates  of  nonresident  decedents. 


DISCUSSION-INHERITANCE  TAX  COMMITTEE 

REPORT 

Mr.  William  H.  Corbin  (Connecticut) :  It  seems  to  me  that 
great  credit  should  be  given  to  New  York  for  its  unselfish  atti- 
tude in  this  legislation,  when  you  realize  that  heretofore  it  had 
imposed  a  tax  upon  any  intangible  property  that  happened  to 
be  located  in  the  State  of  New  York  at  the  time  of  the  death  of 
the  decedent,  including  contents  of  safe  deposit  boxes,  and  de- 
posits in  banks.  As  one  member  of  the  Committee  represented 
to  me,  if  a  person  from  outside  of  New  York  went  to  New  York 
with  a  suit  case  full  of  bonds  and  dropped  dead  in  the  Grand 
Central  Station,  those  bonds  would  have  been  subject  to  the 
inheritance  tax  law  of  New  York  State.  When  you  realize  all 
that  New  York  gave  up,  its  hold  upon  this  property  which 
happened  to  be  physically  there,  you  may  see  the  unselfish 
attitude  which  the  Legislature  took  in  enacting  this  statute. 

I  claim  that  New  York  was  originally  responsible  for  practi- 
cally all  the  double  taxation  under  inheritance  tax  laws.  I 
know  that  it  was  responsible  for  all  our  double  taxation  in  Con- 
necticut, and  now  you  see  the  influence  on  California  of  the 
statute  that  was  passed  a  year  ago  by  New  York.  California 
this  year  followed  the  New  York  law  of  1910,  and  the  rates  were 
materially  increased.  A  telegram  has  been  received  from  the 
Secretary  of  the  State  of  Georgia  which  shows  the  influence  of 
inheritance  tax  legislation  upon  the  States  that  have  not  already 
the  inheritance  tax.  This  telegram  says,  "  Inheritance  tax  law 
reported  in  Legislature,  reported  favorably,  read  twice,  and  goes 
over  to  session  of  1912."  I  think  that  eventually  every  State  in 
the  Union  will  have  some  form  of  inheritance  tax  legislation, 
and  this  good  example  of  New  York  I  hope  will  be  followed. 

Now  it  seems  to  me  that  it  is  possible  to  bring  about  the  dis- 
continuance of  double  taxation  in  other  ways  than  that  set  down 
by  New  York  State.  Some  of  the  representatives  of  the  Middle 
Western  States  have  been  talking  to  me  about  their  conditions. 
They  are  required  to  consider  shares  of  stock  of  every  railroad 
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corporation  as  being  property  which  must  be  taxed  in  their 
State  under  their  inheritance  tax  law.  They  feel  that  it  will 
be  almost  impossible  to  get  any  different  interpretation  of  their 
statutes  in  that  respect.  Such  shares  are  taxed  without  any 
reduction  on  account  of  the  proportion  of  mileage  of  the  rail- 
road which  might  be  without  the  State,  which  they  do  not  up- 
hold, and  they  say  they  think  their  States  would  be  willing  to 
amend  their  law  so  that  they  would  continue  to  tax  the  shares 
of  stock  of  their  railroad  corporations  wherever  held,  but  only 
on  the  proportion  of  value  of  the  shares  of  stock  which  is 
represented  by  the  mileage  of  the  road  within  that  State. 

If  these  Middle  Western  States  should  go  as  far  as  they  could 
to  abolish  double  taxation  by  simply  taxing  the  proportional 
value  of  the  shares  of  stock  as  represented  by  the  miles  of  road 
ill  the  State,  and  allow  the  neighboring  States  on  each  side  of 
them  to  do  the  same  thing,  and  if  the  State  where  the  stock  is 
held  would  tax  it  only  if  there  was  some  mileage  in  that  State, 
there  would  be  an  absolute  avoidance  of  double  taxation ;  but  if 
New  York  is  going  to  tax,  as  it  will  under  its  new  law,  all  intan- 
gible property  at  the  situs  of  the  domicile  of  the  decedent, 
then  in  the  case  of  a  resident  of  New  York  owning  shares  in  a 
Western  railroad  there  would  be  still  a  slight  form  of  double 
taxation  in  that  these  Middle  Western  States  would  take  their 
proportionate  share  of  that  stock,  which  was  represented  by  the 
mileage  of  the  road  in  that  State.  My  point  in  saying  this  is 
that  while  it  may  not  be  possible  for  some  States  to  adopt  ab- 
solutely this  model  inheritance  tax  law,  as  has  been  done  by  New 
York  State,  it  is  possible  to  avoid  practically  all  double  taxation 
which  is  burdensome  by  following  some  such  plan  as  has  been 
suggested  by  some  of  the  delegates  from  the  Middle  West. 

Chairman  Foote  :  I  hope  the  Committee  will  be  continued, 
and  that  after  the  next  conference  it  will  give  us  quite  a  long 
list  of  States  which  have  followed  New  York  in  this  matter. 
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BANKS  AND  FINANCIAL  INSTITUTIONS 

With  the  exception  of  a  few  States  the  taxation  of  capital 
employed  in  banking  is  similar.  The  general  rule  is  to  assess 
the  shares  of  national  and  state  banks  at  their  market  value  and 
tax  them  at  the  local  tax  rate  for  local,  county,  and  state  pur- 
poses. In  a  few  States  the  assessment  is  at  book  value  instead 
of  market  value.  Such  provisions  as  exist  for  equalizing  such 
assessments  with  the  assessments  of  real  estate  are  ineffectual. 

The  evils  of  this  procedure  are  manifold.  Investigations  in 
New  York,  California,  and  elsewhere  have  shown  that  local 
assessors  have  as  many  different  methods  as  there  are  boards 
of  assessors.  In  one  place  the  assessment  might  be  at  one  third 
market  value  for  bank  shares  and  at  80  per  cent  of  market  value 
for  real  estate,  and  the  banks  would  pay  little,  while  in  another 
place  real  estate  might  be  assessed  at  less  than  half  its  value 
and  the  bank  shares  for  all  they  were  worth,  when  banks  would 
pay  over  3  per  cent  on  the  book  value  of  the  shares.  The 
grossest  inequality  prevails,  fair  competition  is  impossible,  and 
the  banking  business  is  discouraged. 

The  amount  of  taxes  paid  by  banks  is  less  important  than 
the  establishment  of  perfect  equality  between  all  competitors. 
Heavy  taxes,  however,  are  undesirable,  for  they  tend  to  create  a 
monopoly,  to  unduly  reduce  banking  facilities,  and  to  put 
too  heavy  a  burden  on  those  who  do  business  on  credit. 

The  remedy  to  be  sought  is  a  rule  of  valuation,  which  is  as 
nearly  automatic  as  possible,  leaving  practically  no  room  for 
discretion  on  the  part  of  assessors,  and  offering  no  opportunity 
for  changes  of  investment  to  affect  the  result.  Also  a  rule  of 
taxation  which  shall  be  uniform  throughout  the  State. 

Rule  of  the  Federal  Statute 

Section  5219  of  the  Federal  Statutes  was  enacted  to  prevent 
the  imposition  of  heavier  taxes  on  national  banks  than  on  their 
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competitors.  It  provides  that  national  bank  shares  shall 
not  be  taxed  at  a  higher  rate  than  the  rate  imposed  on  "other 
moneyed  capital  in  the  hands  of  individual  citizens." 

While  the  intent  of  this  section  was  proper,  the  further  pro- 
vision that  any  tax  imposed  must  be  upon  the  shares  of  stock 
and  not  upon  the  bank,  except  as  to  real  estate,  renders  it  much 
more  difficult  to  administer  any  law  for  the  taxation  of  banking 
capital.  That  limitation  is  of  no  value  in  preventing  discrimina- 
tion against  national  banks,  which  is  the  sole  purpose  of  the 
statute,  and  causes  unnecessary  trouble  and  annoyance  to  the 
persons  taxed,  and  to  the  taxing  authorities. 

Limitations  imposed  by  State  Constitutions 

The  provisions  of  state  constitutions  relating  to  taxation  may 
be  divided  roughly  into  three  classes.  First,  the  constitutions 
which  fortunately  contain  no  restraint  at  all  upon  the  taxing 
power,  like  those  of  New  York  and  Connecticut.  In  these 
States,  the  only  restraint  is  that  imposed  by  the  Constitution 
of  the  United  States  which  permits  any  reasonable  classification 
of  property  for  taxation.  Second,  constitutions  like  those  of 
New  Jersey  and  Iowa,  which  impose  no  restraint  on  classifica- 
tion, but  require  uniformity  throughout  the  State.  Third,  con- 
stitutions like  those  of  Ohio  and  Illinois,  which  require  the  equal 
taxation  of  all  property  in  proportion  to  its  value  by  uniform 
rules.  Such  constitutions  are  an  absolute  bar  to  any  reasonable 
system  of  taxation,  and  should  at  once  be  amended  in  accordance 
with  the  resolutions  adopted  at  the  First  National  Tax  Con- 
ference.^ 

1  "  Whereas:  The  greatest  inequalities  have  arisen  from  laws  designed 
to  tax  all  the  widely  differing  classes  of  property  in  the  same  way  and 
such  laws  have  been  ineffective  in  the  production  of  revenue,  and 
whereas  the  appropriate  taxation  of  various  forms  of  property  is  ren- 
dered impossible  by  the  restrictions  upon  the  taxing  power  contained 
in  the  constitutions  of  many  of  the  States : 

"Resolved:  That  all  state  constitutions  requiring  the  same  taxation 
of  all  property,  or  otherwise  imposing  restraints  upon  the  reasonable 
classification  of  property,  should  be  amended  by  the  repeal  of  such 
restrictive  provisions." 
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The  Remedy 

As  already  pointed  out,  the  tax  on  banks  should  fall  equally 
on  all  competing  capital,  should  be  uninfluenced  by  the  charac- 
ter of  investments,  should  be  automatic  and  leave  practically 
no  discretion  to  assessors,  should  be  uniform  throughout  the 
State,  and  should  be  reasonable  in  amount. 

All  these  advantages  can  readily  be  gained  bj'^  follovring  the 
example  of  New  York,  where  the  law  was  amended  in  1901 
because  of  the  evils  still  common  elsewhere.  This  plan  is  open 
to  all  States  with  constitutions  in  the  first  and  second  class  as 
above  described.  In  New  York  national  banks  and  banks  in- 
corporated under  the  laws  of  New  York  are  treated  exactly  alike. 
The  capital  of  trust  companies  is  taxed  to  the  same  degree,  but 
more  simply,  as  it  is  not  necessary  to  follow  the  federal  rule  as 
to  the  taxation  of  shares.  All  banks  and  trust  companies  are 
required  to  report  their  capital,  surplus,  and  undivided  profits 
as  shown  by  their  books.  The  total  net  assets  thus  shown  are 
taxed  at  the  rate  of  1  per  cent  without  any  deduction  on  account 
of  the  character  of  investments,  or  by  reason  of  the  indebtedness 
of  shareholders,  or  because  shareholders  are  entitled  to  any 
exemption  from  taxation,  or  for  any  other  reason.  In  the  case 
of  trust  companies  the  State  collects  and  keeps  the  revenue,  while 
the  tax  on  banks  is  for  local  revenue.  WTiether  the  revenue 
should  go  to  the  State  or  for  local  purposes  is  purelj'  a  fiscal 
question,  to  be  decided  according  to  the  conditions  in  any  par- 
ticular State. 

In  New  York  the  real  estate  of  banks  and  trust  companies  is 
taxed  locally  at  the  local  tax  rate,  and  no  deduction  is  made  on 
this  account  from  the  tax  imposed  on  total  net  assets.  Real 
estate  is  thus  t-^Hce  taxed,  but  if  the  rate  on  total  net  assets  is 
low  enough,  no  injustice  is  done  and  administration  is  simpler. 

The  rate  of  1  per  cent  in  New  York  was  fixed  as  a  matter  of 
compromise.  It  produced  more  revenue  than  the  former 
system  when  shares  were  taxable  at  market  value  and  at  the 
much  higher  local  tax  rate,  but  the  banks  were  compensated  by 
securing  certainty,  equality,  and  uniformity.  The  rate  should 
certainly  not  be  so  high  as  to  impose  a  heavier  tax  burden  on 
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bank  shares  than  on  real  property.  In  Pennsylvania  it  is  not 
more  than  four  mills  on  total  net  assets.^ 

The  essential  features  of  the  system  in  practice  are  an  assess- 
ment at  book  value  and  the  imposition  of  a  moderate  tax  rate 
uniform  throughout  the  State. 

In  those  States  of  the  third  class  whose  constitutions  require 
the  equal  and  uniform  taxation  of  all  property,  it  is  possible  to 
provide  for  assessment  at  book  value,  but  not  possible  to  have  a 
uniform  tax  rate.  Something  can  be  done,  however,  to  mitigate 
the  inevitable  evils  of  inequality.  It  may  be  provided  that  the 
assessment  at  book  value  shall  be  reduced  by  the  assessors  to 
the  same  percentage  of  full  value  at  which  real  estate  is  assessed 
in  the  same  tax  district,  and  from  their  decision  an  appeal  to 
the  courts  might  be  allowed. 

This  is  not  a  satisfactory  remedy,  but  no  tax  law  can  be  satis- 
factory under  a  constitution  which  requires  the  equal  taxation 
of  things  physically  and  economically  unlike. 

Conclusion 

In  considering  proposals  for  an  approved  method  of  bank 
taxation  which  will  be  just  to  the  banks,  the  valuation  of  the 
shares  of  stock  in  conjunction  with  other  property  by  local 
assessors  must  be  laid  aside  as  utterly  failing  to  meet  the  re- 
quirements. The  real  estate  may  be  left  to  assessment  and 
taxation  in  the  district  where  situated. 

The  laws  of  several  States  present  four  other  systems  for  taxa- 
tion of  the  shares  of  stock,  which  may  be  briefly  summarized  as 
follows : 

1.  The  valuation  by  a  central  authority  and  certification 
thereof  to  the  various  local  districts  where  the  shareholders  or 
the  bank  is  located  to  be  entered  on  the  tax  roll  for  taxation  at 
the  local  rate. 

2.  The  valuation  by  a  central  authority  and  the  levy  of  taxes 
thereon  at  the  average  rate  of  taxation  in  the  State. 

3.  The  valuation  by  a  central  authority  with  the  levy  of 

^  For  a  discussion  as  to  rates  and  the  taxation  of  banks  generally, 
see  the  appendix  to  this  report,  and  the  Report  of  the  Commission 
on  Revenue  and  Taxation  of  the  State  of  California,  1906. 
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taxes  at  a  flat  rate  fixed  by  the  Legislature  and  payable  to  the 
State,  and  to  be  in  lieu  of  all  other  taxes,  state  or  local. 

4.  The  valuation  of  the  shares  according  to  a  rule  prescribed 
by  act  of  the  Legislature  as  by  adding  together  the  capital,  sur- 
plus, and  undivided  profits  and  levying  taxes  on  such  value  at 
a  flat  rate  fixed  by  the  Legislature. 

The  objection  to  the  first  plan  is  that  while  the  valuation  of 
the  shares  may  be  uniform  between  the  banks,  it  will  be  much 
higher  than  other  property  on  the  tax  rolls,  valued  by  local  as- 
sessors and  being  taxed  at  the  same  rate  will  work  discrimination 
against  the  banks. 

The  second  method  of  the  assessment  of  the  stock  by  state 
authority  and  the  imposition  of  taxes  at  the  average  rate  of  taxa- 
tion in  the  State  has  the  same  evil  as  the  first  plan  unless  the 
valuation  of  the  general  property  is  made  by  the  same  authority 
which  assesses  the  bank  stock.  Where  the  local  valuation  of 
property  in  a  State  is  divided  into  the  total  taxes,  a  higher 
average  rate  of  taxation  is  obtained  than  where  the  general 
property  is  valued  by  a  tax  commissioner  or  state  board.  This 
is  illustrated  in  Wisconsin  where  upon  a  valuation  of  the  general 
property  of  the  State  by  the  tax  commission  the  average  rate 
was  slightly  under  twelve  mills,  whereas  if  the  valuation  by 
local  officers  had  been  used,  the  average  rate  of  taxation  would 
have  been  nineteen  mills.  The  same  condition  is  shown  in 
other  States  with  expert  boards  charged  with  the  duty  of  valuing 
the  taxable  property.  The  result  is  conclusive  proof  of  the 
general  undervaluation  by  local  officers  everywhere.  Unless  a 
State  has  an  able  state  board  with  means  of  ascertaining  the 
true  value  of  property,  the  scheme  of  valuing  bank  stock  at  the 
true  value  and  levying  a  tax  thereon  at  the  average  rate  will 
inevitably  fail  to  do  justice  to  the  banks. 

The  success  of  the  third  plan  will  depend  on  the  accuracy  and 
equality  of  the  valuation  and  the  fairness  of  the  rate. 

The  fourth  method  is  practically  the  system  now  in  force  in 
California  and  New  York,  with  the  difference  that  in  California 
from  the  value  of  shares  ascertained  by  the  state  board  of  equali- 
zation by  adding  together  the  capital  stock  surplus  and  undivided 
profits  is  deducted  the  assessed  value  of  real  estate,  and 
upon  the  remainder  is  levied  a  tax  at  the  flat  rate  of  one  per 
centum  payable  to  the  State  by  the  banks  for  their  stockliolders. 
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In  New  York  the  rule  of  valuation  by  adding  together  the 
capital  stock,  surplus,  and  undivided  profits  is  provided  by  the 
Legislature.  The  assessors,  after  notice  and  hearing,  enter  this 
value  on  the  roll  in  the  district  where  the  bank  is  located,  and 
the  tax  at  the  flat  rate  of  one  per  centum  is  levied  thereon  and 
paid  to  the  local  treasurers  by  the  banks.  The  real  estate  owned 
by  the  banks  is  not  deducted  from  the  value,  but  is  assessed 
and  taxed  where  situated. 

The  flat  rate  of  one  per  centum  on  the  book  value  of  the  stock 
was  apparently  determined  by  the  Legislature  to  be  about  what 
the  average  rate  of  taxation  would  be  upon  the  value  of  the 
general  property  of  the  State  when  correctly  assessed.  The 
average  rate  in  the  States  where  the  value  of  the  general  prop- 
erty is  made  by  an  expert  tax  commissioner  is  about  one  per 
cent.  It  conforms  to  the  federal  law  for  the  taxation  of  national 
banks. 

The  New  York  and  California  system  is  a  great  and  obvious 
improvement  upon  the  method  of  assessment  by  local  officials, 
whose  discretion  may  easily  become  caprice,  arbitrary  harshness, 
or  political  or  personal  favoritism. 

The  system  has  been  developed,  elaborated,  and  tested  by 
experience  and  adopted  only  after  the  most  thorough  investi- 
gation and  discussion.     It  is  simple,  certain,  uniform,  and  as 
nearly  just  as  any  system  can  practically  be  made. 
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APPENDIX 

To  THE  Report  of  the  Committee  on  the  Taxation  of 
Banks  and  Financial  Institutions 

The  limitation  upon  the  power  of  the  States  has  exercised 
great  influence  in  legislation  for  the  taxation  of  state  banks. 
The  power  granted  to  the  States  to  tax  national  banks  is  em- 
bodied in  Section  5219  R.S.  of  the  United  States  as  follows : 

"Nothing  herein  shall  prevent  all  the  shares  in  any  associa- 
tion from  being  included  in  the  valuation  of  personal  property 
of  the  owner  or  holder  of  such  shares,  in  assessing  taxes  imposed 
by  authority  of  the  State  within  which  the  association  is  located  ; 
but  the  Legislature  of  such  State  may  determine  and  direct  the 
manner  and  place  of  taxing  all  the  shares  of  national  banking 
associations  located  within  the  State,  subject  only  to  two 
restrictions,  that  the  taxation  shall  not  be  at  a  greater  rate  than 
is  assessed  upon  the  moneyed  capital  in  the  hands  of  individual 
citizens  of  such  States  and  that  the  shares  of  any  national  asso- 
ciation owned  by  nonresidents  of  any  State  shall  be  taxed  in 
the  city  or  town  where  the  bank  is  located  and  not  elsewhere, 
nothing  herein  shall  be  construed  to  exempt  the  real  property  of 
associations  from  either  state,  county,  or  municipal  taxes,  to 
the  same  extent  according  to  its  value  as  other  real  property  is 
taxed." 

The  United  States  Supreme  Court  in  Owensboro  National 
Bank  v.  Owensboro,  173  U.S.  644,  in  speaking  of  the  above 
section  says:  "This  section,  then,  of  the  Revised  Statutes,  is 
the  measure  of  the  power  of  a  State  to  tax  national  banks,  their 
property,  or  their  franchises.  By  its  unambiguous  provisions 
the  power  is  confined  to  the  taxation  of  the  shares  of  stock  in 
the  name  of  the  shareholders  and  to  an  assessment  of  the  real 
estate  of  the  bank.  Any  state  tax,  therefore,  which  is  in  excess 
of  and  not  in  conformity  to  these  requirements  is  void." 

The  restrictions  imposed  by  the  federal  act  upon  the  power 
of  state  Legislatures  to  tax  national  banks  has  virtually  compelled 
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the  States  to  pass  statutes  for  the  assessment  and  taxation  of 
the  shares  of  stock  in  national  and  state  banks  by  the  same  uni- 
form method,  and  in  a  great  majority  of  States  there  is  one  law 
for  the  valuation  of  shares  of  stock  in  banking  associations 
organized  under  the  laws  of  the  United  States  and  state  banking 
corporations  organized  under  the  laws  of  the  State. 

In  this  way  only  was  it  deemed  practicable  to  secure  equality 
between  the  two  classes  of  banks  and  avoid  the  discrimination 
against  national  banks  in  the  taxation  of  their  shares  of  stock. 

The  rule  prescribed  by  the  statutes  of  the  greatest  number  of 
States  is  that  the  shares  of  stock  shall  be  assessed  at  the  market 
value,  the  full  value,  the  true  value,  or  other  equivalent  language 
which  the  Legislature  considered  most  likely  to  secure  an  assess- 
ment at  the  cash  value  of  the  shares.  The  real  estate  owned 
by  the  bank  is  assessed  and  taxed  as  other  real  estate,  and  gen- 
erally the  assessed  value  thereof  deducted  from  the  valuation 
of  the  shares  of  stock. 

The  valuation  of  the  shares  of  stock  for  taxation  purposes  is 
generally  made  by  the  assessor  of  the  city,  town,  or  district  in 
which  the  bank  is  located  or  in  the  county  where  the  bank  is 
located,  by  the  county  assessor,  county  commissioner,  or  other 
designated  officer  with  similar  power. 

The  valuation  of  the  shares  to  the  owners  or  holders  after 
a  review  by  a  board  or  officers  charged  with  that  duty  is  entered 
upon  the  tax  roll  of  city,  town,  or  district  and  taxed  at  the  local 
rate. 

This  method  of  local  valuation  prevails  in  about  forty  States. 
It  is  a  part  of  the  general  property  system  found  in  the  code  of 
laws  of  nearly  all  American  States  for  the  taxation  of  tangible 
and  intangible  personal  property. 

The  States  which  have  departed  from  the  local  assessment  and 
taxation  of  the  shares  of  stock  in  banks  should  be  noticed  with 
a  brief  summary  of  their  laws. 

California  :  The  State  of  California  pursuant  to  the  con- 
stitutional amendment  of  1910  passed  an  act  in  1911  (ch. 
335)  which  provides  that:  "The  shares  of  capital  stock  of  all 
banks,  organized  under  the  laws  of  this  State  or  of  the  United 
States  or  of  any  other  State,  and  located  in  this  State,  shall  be 
assessed  and  taxed  to  the  owners  or  holders  thereof  by  the  state 
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board  of  equalization  in  the  manner  prescribed  by  law,  in  the 
city  or  town  where  the  bank  is  located,  and  not  elsewhere. 
There  shall  be  levied  and  assessed  upon  such  shares  of  capital 
stock  an  annual  tax,  payable  to  the  State,  of  one  per  centum 
upon  the  value  thereof.  The  value  of  each  share  of  stock  in 
each  bank,  except  such  as  are  in  liquidation,  shall  be  taken  to 
be  the  amount  paid  in  thereon  together  with  its  pro  rata  of  the 
accumulated  surplus  and  undivided  profits.  The  value  of  each 
share  of  stock  in  each  bank  which  is  in  liquidation  shall  be  taken 
to  be  its  pro  rata  of  the  actual  assets  of  such  bank. 

"  This  tax  shall  be  in  Heu  of  all  other  taxes  and  licenses,  state, 
county,  and  municipal,  upon  such  shares  of  stock  and  upon  the 
property  of  such  banks,  except  county  and  municipal  taxes  on 
real  estate,  and  except  as  otherwise  in  this  section  provided. 
In  determining  the  value  of  the  capital  stock  of  any  bank  there 
shall  be  deducted  from  the  value  as  defined  above  the  value 
as  assessed  for  county  taxes,  of  any  real  estate,  other  than 
mortgage  interest  therein,  owned  by  such  bank  and  taxed  for 
county  purposes.  The  bank  shall  be  liable  to  the  State  for  this 
tax,  and  the  same  shall  be  paid  to  the  State  by  them  on  behalf 
of  the  stockholders  in  the  manner  and  at  the  time  prescribed  by 
law,  and  they  shall  have  a  lien  upon  the  shares  of  stock  and  upon 
any  dividends  declared  thereon  to  secure  the  amount  paid." 

The  moneyed  capital,  reserve,  surplus,  undivided  profits,  and 
all  other  property  belonging  to  unincorporated  banks  or  bankers 
of  this  State  or  held  by  banks  located  in  the  State  shall  be  valued 
by  the  board  of  equahzation  in  the  same  manner  and  taxed  at  the 
same  rate  as  shares  of  stock  in  banks. 

The  word  "banks"  as  used  in  this  subdivision  shall  include 
banking  associations,  savings  and  loan  societies,  and  trust  com- 
panies, but  shall  not  include  building  and  loan  associations. 

If  any  bank  by  resolution  of  its  board  of  directors  shall 
request  the  state  board  to  assess  the  taxable  value  of  the 
shares  of  stock  to  and  in  the  name  of  the  bank  and  promise 
to  pay  such  taxes  to  the  state  treasurer,  then  the  state  board 
may  assess  the  shares  of  capital  stock  to  the  bank. 

Connecticut  :  In  Connecticut  the  tax  commissioner  from 
statements  of  banks  and  trust  companies  determines  the  market 
value  of  the  shares  of  stock,  and  each  bank  shall  pay  to  the 
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treasurer  of  the  State  a  tax  of  one  per  centum  on  the  market 
value  of  each  share  of  its  stock,  less  the  amount  of  taxes  paid  by 
such  bank  upon  its  real  estate  in  Connecticut. 

Sec.  233L  "The  treasurer  of  the  State  shall  remit  to  the 
treasurer  in  each  town  in  the  State  the  amount  of  the  tax  received 
as  aforesaid  upon  such  shares  of  capital  of  any  of  the  aforesaid 
corporations  owned  by  persons  who  resided  or  corporations 
which  were  located  in  such  town.  The  tax  derived  from  shares 
of  nonresident  owners  of  national  banks  shall  be  paid  to  the 
treasurer  of  the  town  where  this  bank  is  located." 

Maryland  :  The  shares  of  stock  in  banks  shall  be  valued  and 
assessed  by  the  state  tax  commissioner  at  the  full  cash  value 
for  the  purpose  of  state,  county,  and  municipal  taxation  to  the 
owners  thereof  in  the  county  or  city  in  which  said  owners  reside. 
The  assessed  value  of  real  estate  is  deducted.  The  tax  com- 
missioner is  required  to  certify  to  the  district  where  the  stock- 
holders reside  the  assessed  taxable  value  of  the  shares  as  ascer- 
tained. The  shares  of  nonresidents  shall  be  valued  to  the 
owners  where  the  bank  is  located  and  the  taxes  may  be  paid  by 
the  bank  and  charged  to  the  owners. 

New  York  :  This  State  has  enacted  a  law  for  a  new  and 
special  system  of  assessment  and  taxation  applicable  solely  to 
state  and  national  banks.  The  method  or  manner  of  assess- 
ments rests  primarily  on  a  report  which  the  principal  officer  of 
every  bank  is  required  to  make  to  the  assessors  of  the  tax 
district  where  the  bank  is  located,  stating  the  amount  of  its 
authorized  capital  stock,  the  number  of  its  shares,  and  the  par 
value  thereof,  the  amount  of  capital  paid  in,  the  amount  of  the 
surplus  and  undivided  profits,  a  complete  list  of  the  shareholders, 
and  the  number  of  shares  held  by  each. 

The  rule  of  assessment  and  taxation  prescribed  is  that  the 
rate  shall  be  no  greater  than  that  imposed  upon  other  moneyed 
capital  in  the  State,  and  the  rule  of  valuation  is  to  add  together 
the  amount  of  capital  stock,  surplus,  and  undivided  profits,  and 
divide  the  result  by  the  number  of  shares  outstanding.  The 
value  of  each  share  is  thus  ascertained,  and  the  rate  of  tax  is 
one  per  centum  on  such  value  with  no  right  of  deduction  from 
the  taxable  value  of  the  shares  on  account  of  the  personal  in- 
debtedness of  the  owner.     The  real  estate  of  the  bank  is  not 
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exempt  from  taxation.  This  tax  is  in  lieu  of  all  other  taxes  for 
state,  county,  or  local  purposes. 

The  assessors  value  the  shares  according  to  the  rule  pre- 
scribed in  the  statute.  The  tax  is  levied  by  the  board. of  super- 
visors in  the  several  counties  except  that  in  the  city  of  New  York 
it  is  levied  by  the  board  designated  in  the  law.  The  duty  is 
imposed  upon  each  bank  to  pay  the  tax  lexied  against  its  share- 
holders to  the  county  treasurer  or  in  the  city  of  New  York  to 
the  receiver  of  taxes. 

The  provisions  of  the  law  so  far  as  it  relates  to  the  method 
of  valuation  of  the  shares  of  banks  and  the  rate  of  the  tax  was 
upheld  in  People  v.  Feitner,  191  N.Y.,  88-83  N.W.  592,  where 
the  court  says  :  "No  unequal  burden  was  cast  on  National  Banks 
or  on  their  stockholders  nor  any  unjust  discrimination  made 
against  them  by  our  tax  law  merely  because  a  different  system 
was  adopted  in  taxing  their  shares  of  stock  as  well  as  the  shares 
in  state  banks  from  that  applied  to  other  personal  property." 

The  assessment  in  this  case  was  held  illegal  for  want  of  notice 
and  hearing  in  the  city  of  New  York,  but  this  defect  was  after- 
ward cured  by  an  act  of  the  Legislature  and  a  reassessment  ap- 
proved by  subsequent  decision  of  the  court. 

North  Carolina  :  The  taxes  imposed  for  state  purposes  upon 
the  shares  of  stock  in  any  bank,  banking  association,  or  savings 
institution  shall  be  paid  by  the  bank  directly  to  the  state 
treasurer.  Every  bank  shall  list  annually  with  the  state  auditor 
all  the  shares  of  capital  stock  at  the  market  value,  or  if  it  has 
no  market  value,  then  the  actual  value  from  which  market  or 
actual  value  shall  be  deducted  the  assessed  value  of  the  real  and 
personal  property  which  the  bank  shall  have  listed  for  taxation 
where  located.  The  actual  value  of  the  shares  having  no  market 
value  shall  be  ascertained  by  adding  together  the  capital  stock, 
surplus,  and  undivided  profits,  and  deducting  real  and  personal 
property  listed  locally. 

It  is  the  duty  of  the  county  auditor  to  transmit  to  the  county 
commissioner  where  any  stockholder  resides  a  statement,  show- 
ing the  names  of  stockholders,  the  number  of  shares,  and  the 
value  thereof.  No  city  or  town  shall  assess  any  bank  stock  at  a 
valuation  different  from  that  fixed  by  the  auditor. 

Pennsylvania  :  The  shares  of  stock  in  banks  are  made  tax- 
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able  annually,  for  state  purposes,  at  the  rate  of  four  mills  on  each 
dollar  of  the  value  thereof.  This  tax  is  in  lieu  of  all  other  taxes 
for  state,  county,  and  local  purposes,  except  that  real  estate 
is  taxed  locally  in  the  district  where  located.  The  value  of  the 
shares  is  determined  by  the  auditor  general  of  the  State  from 
sworn  returns  by  the  banks  to  him  and  from  other  information, 
and  the  value  is  generally  fixed  at  the  aggregate  amount  of  the 
paid-in  capital,  surplus,  and  undivided  profits.  The  tax  court 
has  held  that  this  method  may  produce  a  value  too  high  or  too 
low,  and  in  the  case  before  it  reduced  the  valuation  of  the  auditor 
general  made  at  book  value. 


REPORT    OF    COMMITTEE    ON   TAXATION    OF 
MERCANTILE   BUSINESS 

Your  Committee  understands  the  term  mercantile  business 
to  include  wholesale  and  retail  merchants,  whether  individuals, 
firms,  or  corporations,  keeping  on  hand  stocks  of  goods  to  be 
sold  without  material  alteration. 

For  the  purposes  of  this  report  we  have  not  treated  the  term 
as  embracing  any  business  in  respect  to  which  questions  of 
police  power  and  regulation  are  a  paramount  consideration, 
such  as  the  liquor  traffic. 

Mercantile  business  is  subject,  in  every  State  but  Pennsyl- 
vania, to  the  personal  property  tax,  administered  under  the  gen- 
eral property  tax  system. 

This  Association  appointed  two  committees  last  year  whose 
fields  of  investigation  overlap  ours  and  cover  a  wider  range  — 
the  Committee  on  Practicable  Substitutes  for  the  Personal 
Property  Tax,  and  the  Committee  on  the  Administration  of 
Laws  for  the  Taxation  of  Property. 

The  reports  of  these  committees  may  contain  recommenda- 
tions of  general  policies  which  will  affect  the  taxation  of  mer- 
cantile business.  The  conference,  as  a  result  of  these  reports' 
and  discussions  thereon,  may  adopt  resolutions  that  bear  upon 
our  subject.  It  therefore  seems  advisable  that  the  present 
committee  should  not  make  any  positive  recommendations, 
but  merely  state  some  aspects  of  the  problem,  leaving  the 
matter  of  remedies  open  for  future  investigation  and  discussion. 

Mercantile  business  is  subject  to  more  varieties  of  taxation 
than  any  other  form  of  industry,  with  the  possible  exception  of 
public  service  corporations. 

The  taxes  on  merchants  fall  into  three  groups:  (1)  those 
imposed  under  the  general  property  tax,  (2)  licenses  or  gross 
earnings  taxes,  (3)  taxes  upon  the  corporate  form  of  doing 
business. 
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Practically  all  mercantile  business  is  subject  to  at  least  one 
of  these  forms  of  taxation,  sometimes  subject  to  two,  and  in 
some  cases,  where  the  business  is  conducted  by  a  corporation, 
subject  to  all  three  kinds  of  taxes. 

The  taxation  of  mercantile  business  is  of  direct  import,  not 
only  to  the  merchants  themselves,  but  to  the  consuming  public. 
No  other  taxes  upon  industry  are  so  quickly  reflected  in  the  added 
price  of  commodities.  No  other  single  industry  comes  so  close 
to  the  public  as  mercantile  business,  both  wholesale  and  retail. 
Every  person  is  a  consumer  of  merchandise.  The  merchant  is 
the  last  link  in  the  chain  between  the  primary  producer  and  the 
ultimate  consumer.  He  fixes  the  last  price  for  commodities. 
The  taxes  are  either  shifted  to  the  consumer  by  a  direct  addition 
to  the  selling  price,  or,  by  increasing  general  business  costs  and 
risks  and  hampering  competition  and  enterprise,  are  reflected 
indirectly  in  the  selling  price. 

1.   The  General  Property  Tax 

The  capital  or  commodities  employed  in  mercantile  business, 
with  scarcely  an  exception,  are  taxed  under  the  general  property 
tax  system  throughout  the  United  States.  This  method  con- 
sists of  assessing  each  individual  upon  the  estimated  value  of  the 
property  which  he  owns  and  imposing  thereon  the  full  rate  of 
local  and  state  taxes.  The  gross  inequalities  of  this  system 
are  too  well  known  to  need  elaboration.  They  have  been  set 
forth  and  denounced  by  numerous  commissions.  They  were 
summed  up  in  general  terms  in  the  report  made  to  the  last  con- 
ference by  the  committee  on  Causes  of  Failure  of  the  General 
Property  Tax. 

The  inequalities  of  the  general  property  tax  bear  with  especial 
weight  upon  mercantile  business. 

The  ordinary  retail  merchant  must  display  his  stock  conspicu- 
ously if  he  desires  to  attract  customers,  and  his  tangible  posses- 
sions are  spread  before  the  assessor  as  openly  as  before  the  public. 
They  cannot  be  concealed  nor  sent  away  over  assessment  day. 
They  consist  generally  of  goods  whose  value  is  fairly  well 
known  to  the  ordinary  assessor,  and,  consequently,  can  be 
assessed  with  a  nearer  approach  to  their  actual  worth  than  most 
of  the  other  classes  of  personal  property. 
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In  the  most  simple  case,  that  of  the  retail  merchant  in  a  small 
town,  exposed  to  little  outside  competition,  the  ordinary  per- 
sonal property  tax  levied  upon  his  merchandise  becomes  an 
added  cost  of  doing  business,  and,  to  a  large  extent,  can  be 
shifted  to  his  customers  in  the  prices  of  goods.  This  isolated 
condition,  however,  is  becoming  rarer  with  the  growth  of  com- 
munication. Usually  a  small  merchant  is  exposed  to  the  com- 
petition of  those  in  larger  cities  or  of  mail-order  houses,  whose 
taxes  may  be  far  less  in  proportion  than  his  own.  Even  if  he 
is  not  exposed  to  such  competition,  the  personal  property  tax 
offers  so  many  opportunities  for  evasion  that  he  may  find  that 
other  merchants  in  his  own  town,  more  skillful  in  arranging  their 
affairs  or  less  scrupulous,  fail  to  pay  a  proportionate  share,  and 
consequently  are  able  to  undersell  him  should  he  try  to  recoup 
the  whole  of  the  tax  from  his  customers. 

Passing  from  these  smaller  forms  of  retail  business  to  the 
large  mercantile  enterprises,  both  wholesale  and  retail,  the  or- 
dinary personal  property  tax  results  in  great  inequalities  both 
between  merchants  in  the  same  locality,  and  between  those  not 
in  the  same  State,  who,  under  modern  conditions,  are  in  com- 
petition with  each  other. 

In  some  States  taxes  are  based  upon  the  average  stock  held 
during  the  year,  while  in  others  the  amount  of  stock  on  hand 
on  assessment  day  is  used  as  the  basis.  Some  States  allow  the 
merchant  to  deduct  his  indebtedness  from  the  total  valuation 
of  goods  on  hand  and  of  money  owing  to  him.  Other  States 
allow  him  to  offset  his  debts  against  credits  only,  and  in  conse- 
quence a  merchant  with  a  few  debtors  and  a  large  stock  of  goods 
on  hand  may  be  assessed  for  a  large  amount,  although  he  may 
be  in  debt  for  the  major  part  of  his  goods.  In  other  States  no 
deductions  of  any  kind  are  allowed. 

In  wholesale  business  the  inequalities  between  merchants 
are  still  more  noticeable,  and  the  handicaps  under  the  general 
property  tax  plan  are  greater  because  competition  is  spread  over 
a  wider  area. 

It  is  much  harder,  as  a  rule,  for  the  wholesale  merchant  to 
shift  his  tax  burden  through  increase  of  prices  than  for  the  re- 
tailer, because  the  wholesaler  may  be  subject  to  a  nation-wide 
competition. 
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Although  the  merchant  is  the  greatest  sufferer  from  the  in- 
equahties  of  the  general  property  tax,  little  has  been  done  to 
relieve  this  condition.  Laws  have  been  passed  in  various  States 
for  the  exemption  of  different  classes  of  property,  for  special 
taxes  upon  financial  institutions  or  public  service  corporations, 
or  for  lower  rates  of  taxation  upon  investments.  These  changes 
benefit  financial  institutions  and  the  investing  public,  but  they 
do  not  touch  the  money  or  credits  or  merchandise  of  the  mer- 
chant. It  is  time  that  merchants  also  were  relieved  from  the 
arbitrary,  unequal,  and  unjust  operation  of  the  general  property 
tax  system  as  applied  to  personal  property. 

2.   Business  Licenses 

In  almost  every  State  some  form  of  mercantile  business  is 
subject  to  a  license  system.  In  a  number  of  States  almost 
every  form  of  mercantile  business  is  under  a  license  system. 
And  these  licenses  are  in  addition  to  assessments  made  under 
the  personal  property  tax. 

Business  licenses,  in  more  or  less  arbitrary  amounts,  as  or- 
dinarily imposed  (except  such  as  may  be  necessary  for  police 
supervision)  have  no  sound  economic  basis.  They  are  levied 
in  advance,  and  thus  can  bear  no  fair  relation  to  the  profit  which 
will  be  made  from  the  business.  They  are  a  charge  upon 
capital  rather  than  upon  earnings,  and  by  that  much  reduce 
the  capital  which  the  merchant  can  use  in  his  business.  In  this 
manner  the  tax  becomes  a  serious  handicap  to  the  merchant 
just  setting  up  in  business,  and  restricts  the  number  who  may 
desire  to  engage  in  this  pursuit,  thus  preventing  free  competi- 
tion. 

The  tax  on  earnings  of  merchants  is  an  unusual  one  in  the 
United  States.  Its  more  recent  form  is  the  federal  corporation 
tax  upon  net  earnings,  which  affects,  however,  only  those  mer- 
chants who  do  business  in  corporate  form. 

Pennsylvania  has  a  gross  receipts  tax  upon  wholesale  and 
retail  business,  known  as  the  mercantile  license  tax.  IMerchants 
in  that  State  pay  no  property  tax  upon  their  personal  property. 

The  mercantile  license  tax  is  a  state  tax,  existing  since  1873, 
and  does  not  apply  to  manufactured  goods  sold  by  the  Penn- 
sylvania manufacturer.     The  rates  arc  $1  per  SIOOO  of  gross 
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sales  per  annum  for  retail  merchants,  and  fifty  cents  per  SI 000 
for  wholesale  merchants  and  twenty-five  cents  per  $1000  of 
sales  on  the  exchanges.  This  tax  is  free  from  the  arbitrary 
characteristics  of  the  general  property  tax  and  falls  with  rel- 
ative fairness  as  between  merchants  in  the  same  class.  It  is 
necessarily  to  some  extent  inquisitorial  and  is,  of  course,  not  proof 
against  evasion.  The  administration  of  this  tax  is  less  com- 
plex and  on  the  whole  more  satisfactory  than  the  administra- 
tion of  the  ad  valorem  system.  While  the  merchants  of  the 
State  would  like  to  be  relieved  of  this  burden  and  have  from 
time  to  time  agitated  in  favor  of  the  repeal  of  the  law,  it  is  doubt- 
ful whether  they  would  agree  to  the  substitution  of  the  general 
property  tax  in  its  place. 

The  tax,  being  based  upon  gross  sales,  is  capable  of  definite 
ascertainment.  Its  basis  is  a  simple  question  of  fact  and  is 
not  subject  to  the  uncertainties  of  an  average  valuation,  nor 
dependent  upon  the  skillfulness  of  the  appraiser's  judgment. 
A  comparison  of  gross  sales  furnishes  also  something  of  a  check 
against  fraudulent  evasion.  Advocates  of  the  Pennsylvania 
tax  contend  that  gross  sales  are  a  fairer  index,  both  of  ability 
to  pay  and  of  public  benefits  derived,  than  is  the  average  value 
of  merchandise  or  the  actual  value  on  a  given  day. 

In  the  Canadian  provinces  the  injustice  of  the  ordinary  ad 
valorem  personal  property  tax  has  been  recognized,  and  various 
plans  of  relief  have  been  devised.  Montreal,  which  has  never 
had  the  usual  system,  levies  a  tax  based  on  the  amount  of 
annual  rental  paid  for  the  premises.  Ontario,  in  1903,  abolished 
the  personal  property  tax  and  adopted  a  business  assessment, 
based  on  a  percentage  (varying  according  to  the  class  of  busi- 
ness) of  the  assessed  value  of  the  premises  occupied.  Manitoba 
has  tried  both  the  plan  of  basing  the  tax  on  the  relative  amount 
of  floor  space  and  the  rental  basis  plan.  Winnipeg,  after  several 
changes,  reverted  finally''  to  the  rental  plan.  In  Alberta  and 
Saskatchewan  the  business  tax  is  measured  by  the  amount  of 
floor  space. 

3.   Corporation  Taxes 

The  special  corporation  taxes,  imposed  by  various  States 
for  the  privilege  of  doing  business  in  a  corporate  capacity,  con- 
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stitute  an  additional  tax  burden  upon  such  mercantile  enter- 
prises as  are  conducted  in  a  corporate  form.  So  long  as  these 
taxes  are  moderate,  they  may  be  looked  upon  as  an  equivalent 
for  the  advantages  of  doing  business  under  a  corporate  form, 
and,  therefore,  as  not  unduly  oppressing  corporate  mercantile 
business  over  such  business  when  conducted  by  individuals  or 
partnerships.  Under  modern  conditions  mercantile  business, 
especially  wholesale,  is  being  conducted  more  and  more  in  a 
corporate  form.  Therefore,  when  such  corporation  taxes  are 
heavy,  and  especially  when  in  one  State  they  much  exceed  those 
of  other  States,  they  constitute  a  considerable  handicap  upon 
enterprise. 

On  the  other  hand,  the  methods  of  taxing  corporations  in 
some  States  encourage  evasion  of  the  full  burden  of  the  per- 
sonal property  tax,  and,  consequently,  give  mercantile  corpora- 
tions a  great  advantage  over  firms  and  individual  merchants. 
In  other  States  the  distribution  of  the  tax  to  the  localities 
where  the  stockholders  reside,  rather  than  to  those  where 
the  tangible  property  is  situated,  results  in  a  condition  which 
produces  inequality  as  between  corporations  and  competing 
firms. 

In  concluding  this  brief  summary  of  conditions,  your  com- 
mittee ventures  two  observations.  First :  that  merchants  as 
a  class  use  or  own  the  most  valuable  land  in  cities  or  neighbor- 
hoods and  thus  contribute  heavily  toward  the  public  support 
through  the  medium  of  real  estate  taxation ;  that,  moreover,  taxes 
imposed  upon  retail  merchants  are  shifted  immediately  upon 
the  consuming  public,  while  taxes  on  wholesale  merchants  also 
affect  the  public,  though  more  or  less  indirectly.  Secondly: 
that  in  the  imposition  of  any  taxes  against  merchants,  other 
than  those  on  real  estate,  the  system  should,  if  possible,  be  one 
which  permits  of  a  computation  of  the  charge  by  such  a  definite 
mathematical  rule  as  will  assure  reasonable  equality  of  burden 
as  between  competing  businesses. 

Oscar  Leser,  Chairman, 

Judge  Appeal  Tax  Court, 
Baltimore,  Md. 
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REPORT  OF  COMMITTEE  ON  PRACTICABLE 
SUBSTITUTES  FOR  THE  PERSONAL  PROP- 
ERTY T.\X 

This  Committee  was  appointed  pursuant  to  the  following 
resolution  adopted  at  the  last  Conference,  held  in  Milwaukee, 
1910: 

"Resolved:  That  this  Conference  recommend  to  the  Inter- 
national Tax  Association  that  the  Association  appoint  a  com- 
mittee to  investigate  the  subject  of  a  practicable  substitute  or 
substitutes  for  the  present  tax  on  personal  property." 

The  adoption  of  this  resolution  followed  the  endorsement 
by  the  Conference  of  the  conclusions  in  the  report  of  the  Com- 
mittee on  the  Causes  of  Failure  of  the  General  Property  Tax, 
which  were  to  the  effect  that  the  general  property  tax  system 
in  the  United  States  had  broken  down  so  far  as  it  applies  to 
personal  property.  As  that  resolution  of  endorsement  bears  also 
upon  the  work  of  your  Committee,  it  should  be  quoted  here : 

"Whereas:  A  committee  was  appointed  under  a  resolution 
adopted  at  the  Louisville  Conference  to  inquire  into  the  causes 
of  the  failure  of  the  general  property  tax, 

"Resolved:  That  the  Conference  endorses  the  conclusions  of  the 
said  committee  and  finds  that  the  general  property  tax,  under 
the  higher  rates  of  taxation  caused  by  the  increase  of  pubhc 
expenditures  in  the  United  States,  has  broken  down  in  so  far  as 
it  applies  to  personal  property ;  and 

"Resolved:  That  this  Conference  finds,  that  the  taxation  of 
personal  property  has  not  been  more  successful  under  strict 
administration  than  under  lax ;  that  states  which  have  modi- 
fied or  abandoned  the  general  property  tax  show  no  intention 
of  returning  to  it ;  and  tiiat  in  states  where  the  general  property 
tax  is  required  by  constitutional  provisions,  there  is  a  growing 
demand  for  the  repeal  of  such  provisions ;  and 

"Resolved:  That  the  failure  of  the  general  property  tax  in  its 
application  to  personal  property  is  due  to  the  inherent  defects 
of  its  theory ;   that  even  reasonably  fair  and  effective  adminis- 
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tration  is  unattainable ;  and  that  attempts  to  strengthen  such 
administration  simply  accentuate  the  inequalities  and  unjust 
operation  of  the  system." 

It  may  be  said  at  the  outset  that  no  tax  that  we  could  pos- 
sibly recommend  can  be  deemed  a  substitute  for  the  Personal 
Property  Tax  unless  such  tax  carries  with  it  an  exemption  of 
the  personal  property  affected  from  the  general  property  as- 
sessment. The  exemption  of  personal  property  or  its  taxa- 
tion at  a  different  rate  from  other  property  is  forbidden  by  the 
constitutions  of  more  than  two  thirds  of  om'  States.  There- 
fore, whatever  this  Committee  may  recommend  as  a  practi- 
cable substitute  can  be  considered  as  practicable  only  in  those 
States  whose  constitutions  do  not  require  the  taxation  of  all 
property  by  uniform  rules  at  a  uniform  rate.  In  States  whose 
constitutions  require  the  general  property  tax  system  there 
will  be  no  opportmiity  of  any  substitute  until  the  constitutions 
are  amended  in  conformity  with  the  resolution  to  that  effect 
adopted  by  this  Conference  in  1907. 

The  taxation  of  personal  property  is  not  peculiar  to  the 
United  States.  It  has  existed  at  one  time  or  another  in  most 
civilized  countries ;  and  while  the  difficulties  under  which 
we  labor  have  been  found  elsewhere,  they  have  in  some  cases 
been  more  or  less  successfully  surmounted.  Concurring  en- 
tirely in  the  conclusions  of  your  Committee  of  1910  on  the 
causes  of  the  failure  of  the  general  property  tax,  and  passing 
over  as  entirely  familiar  the  history  of  that  tax,  we  desire  to 
call  especial  attention  to  two  points  in  its  development. 

In  the  first  place  the  original  method  of  assessment  was  uni- 
versally local  in  character.  Not  only  was  the  property  tax  at  first 
a  local  tax,  but  a  local  inspection  of  a  man's  tangible  property 
was  not  only  perfectly  natural,  but  fairly  satisfactory.  As  busi- 
ness relations,  however,  gradually  transcended  the  local  sphere, 
not  only  did  individuals  in  one  place  come  to  own  tangible 
personalty  in  another  locality  or  even  in  another  country, 
but  the  intangible  personalty  was  scattered,  perhaps  in  many 
places.  Local  machinery  of  assessment  was  plainly  incompe- 
tent to  deal  with  this  new  problem ;  and  we  accordingly  find 
one  of  two  solutions:  cither  the  local  machinery  was  replaced, 
or  at  least  controlled,  by  some  form  of  centralized  supervision 
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as  on  the  European  continent;  or  the  whole  attempt  to  as- 
sess personal  property  for  local  purposes  was  abandoned,  as 
in  England. 

In  the  second  place,  the  growing  complexity  of  the  various 
forms  of  property  rendered  it  increasingly  difficult  to  utilize 
the  older  methods  of  taxing  the  individual  on  his  entire  estate. 
So  heterogeneous  did  the  various  kinds  of  property  become, 
so  unsuccessful  was  the  attempt  to  estimate  their  value  as 
parts  of  a  greater  whole  subjected  to  uniform  assessment, 
that  the  endeavor  was  now  made  to  select  specific  classes  of 
property,  and  by  taking  certain  outward  indications  or  cri- 
teria, to  secure  the  ends  of  certainty  of  assessment  and  sim- 
pUcity  of  administration.  The  process  which  culminated  in 
taxing  certain  kinds  of  property  rather  than  assessing  the  in- 
dividual on  his  whole  property  might  be  called  the  transition 
from  personal  to  specific  taxation. 

This  change  from  personal  to  specific  taxation  seems  ab- 
stractly to  be  a  step  backward,  but  in  practice  it  was  a  great 
step  forward.  The  attempt  to  make  the  individual  pay  on  his 
whole  property  resulted  in  the  escape  of  entire  classes  of 
property,  in  gross  injustice  to  individuals,  and  in  diminishing 
revenues  to  the  government.  The  change  from  personal 
to  specific  taxation  represented  an  advance,  because  it  reached 
the  property  which  it  was  designed  to  reach,  because  it  lessened 
the  injustice  between  individuals,  and  because  it  considerably 
augmented  the  revenues  of  the  State.  In  short,  it  substituted 
a  definite  and  unescapable  method  for  an  uncertain  and  ar- 
bitrary method. 

This  transition  which  is  familiar  to  all  students  of  the  history 
of  taxation  in  Europe  is  one  upon  which  we  also  have  in  fact 
already  entered.  In  some  States  it  is  more  marked,  in  others 
not  yet  so  noticeable ;  but  it  is  everywhere  in  progress. 

What  then  are  these  methods  of  specific  taxation?  They 
can  most  conveniently  be  discussed  in  connection  with  the 
various  kinds  of  personal  property. 

Personal  property  consists  of  two  chief  classes  —  tangible 
and  intangible.  Tangible  personalty  may  further  be  roughly 
divided  into  productive  and  unproductive.  Unproductive 
tangible  personalty,   in  the  ordinary  commercial  sense,  con- 
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sists  of  household  furniture,  wearing  apparel,  jewelry,  pic- 
tures and  books,  when  in  use  and  not  for  sale.  Productive 
tangible  personalty  may  roughly  be  subdivided  into  goods, 
wares,  and  merchandise ;  machinery  and  stock  in  trade ;  and 
farm  implements,  live  stock,  and  produce. 

A.  Taxation  of  Intangible  Personal  Property 

The  attempt  to  tax  all  property  annually  at  a  uniform  rate 
upon  its  value  and  by  assessment  of  its  owner  has  broken  down 
most  completely  in  the  case  of  intangible  personalty,  i.e.  the 
evidences  of  ownership  of  tangible  real  or  personal  property 
such  as  shares  of  stock,  bonds,  notes,  mortgages,  credits.  This 
breakdown  is  admitted  by  both  the  defenders  and  opponents 
of  the  general  property  tax.  No  less  than  three  substitutes 
have  been  tried  for  the  tax  on  intangible  personalty.  Two 
of  these  were  first  applied  in  New  York.  The  first  method 
is  known  as  the  Mortgage  Recording  Tax.  It  is  a  tax  of  one 
half  of  one  per  cent,  based  on  the  face  value  of  mortgages  of 
real  property  in  the  State,  and  must  be  paid  before  the  mort- 
gage can  be  placed  on  record.  The  payment  of  this  tax  exempts 
the  mortgage  and  any  bonds  secured  thereby  from  taxation  in  the 
hands  of  the  holder.  This  method  has  been  copied  in  Minnesota, 
Alabama,  and  Michigan.  It  has  been  found  to  afford  a  con- 
siderable revenue  collected  cheaply,  with  certainty  and  im- 
partiality. It  does  not  depend  upon  the  vigilance  of  the  local 
assessor  or  the  conscience  of  the  taxpayer. 

The  second  plan,  recently  adopted  by  the  State  of  New 
York,  extends  this  idea  so  that  owners  of  bonds  and  securi- 
ties which  do  not  come  under  the  mortgage  recording  tax  may 
present  them  to  the  state  comptroller,  and  by  paying  a  tax  of 
one  half  of  one  per  cent  upon  the  face  value,  secure  exemption 
from  personal  property  assessment.  This  tax  is  admitted  to  be 
a  compromise,  intended  to  secure  a  fair  and  definite  revenue, 
in  exchange  for  an  exemption  from  liability  to  the  unequal 
and  unfair  personal  property  assessment.  It  might  be  termed 
the  registry  tax. 

Somewhat  similar  is  the  plan  adopted  in  Connecticut  several 
years  ago,  whereby  a  specific  tax  paid  to  the  State  exempts 
the    security    from   local  taxation  for  five  years.     This  plan 


REPORT  OF  COMMITTEE  ON  SUBSTITUTES       337 

and  the  New  York  security  or  registry  tax  in  lesser  degree 
have  something  of  a  disadvantage  in  that  they  do  not  pro- 
vide a  positive  method  for  reaching  the  security.  The  state 
tax  is  optional,  and  its  collection  depends  on  the  efficacy  of  the 
threat  that  if  unpaid  the  local  assessor  will  catch  the  security 
holder  for  a  much  higher  tax.  As  compared  with  this,  the 
recording  tax  is  both  positive  and  automatically  enforceable. 

The  recording  and  the  registry  tax  will  between  them  reach 
the  greater  part  of  intangible  personalty.  They  will  pro- 
vide a  fair  revenue  —  much  larger  than  that  now  secured  from 
intangible  personalty  —  without  hardship,  and  without  the 
gross  inequalities  inseparable  from  the  ordinary  personal 
property  assessment. 

With  respect  to  the  mortgage  recording  tax  it  should  be 
pointed  out  that  the  tax  is  generally  paid  by  the  borrowers. 
This,  however,  is  also  true  of  other  forms  of  mortgage  taxation. 

In  recommending  the  recording  and  registry  tax  your  Com- 
mittee consider  it  necessary  to  call  attention  to  the  desira- 
bility of  adjusting  the  amount  of  the  tax  to  the  length  of  the 
period  for  which  exemption  from  other  taxation  is  granted. 
The  objection  has  been  made  to  the  laws  now  in  force  in 
some  of  the  States,  that  the  tax  is  paid  once  and  for  all,  and 
the  amount  is  fixed  without  regard  to  the  period  of  exemption. 
Your  Committee  recognize  that  in  New  York  conditions  may  be 
exceptional  so  that  the  objection  loses  force ;  but  they  be- 
lieve that  in  the  majority  of  States  the  recording  and  registry 
tax  should  not  be  payable  once  and  for  all,  but  should  be  ad- 
justed, either,  as  is  now  done  in  Connecticut,  to  some  limited 
period  of  exemption,  or,  through  the  imposition  of  a  higher 
rate,  to  the  life  of  the  security. 

The  third  method,  which  is  that  followed  in  Pennsylvania 
and  Maryland,  and  more  recently  introduced  in  Minnesota 
and  Iowa,  may  be  called  the  classified  tax.  It  is  the  plan  of 
taxing  intangible  personalty  annually  at  a  fixed  rate  uniform 
throughout  the  State,  lower  than  that  imposed  on  other  classes  of 
property.     This  possesses  the  advantage  of  an  annual  levy. 

Your  Committee,  while  recommending  this  plan,  consider 
it  important  to  point  out  that  the  lower  rate  of  taxation  for 
intangible  property  does  not  meet  all  the  needs  of  the  case. 
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While  such  lower  rate  may  be  a  mitigation  of  the  hardships 
of  the  general  property  tax,  and  will  tend  to  increase  the  willing- 
ness of  taxpayers  to  return  such  property  for  taxation,  the  plan 
will  not  produce  thoroughly  satisfactory  results  if  the  enforce- 
ment is  left  wholly  to  local  boards  of  assessors.  It  is  necessary 
to  supplement  the  lower  rate  by  effective  state  supervision 
of  the  work  of  assessment,  as  Minnesota  has  done ;  and  the 
Committee  accordingly  recommends  that  States  considering 
the  adoption  of  this  substitute  for  the  existing  tax  on  intangi- 
bles should  not  fail  to  provide  also  methods  of  administration 
that  will  make  rigorous  enforcement  possible. 

Summing  up,  your  Committee  believe  that  the  Special  Secu- 
rities Tax,  as  we  should  like  to  call  it,  whether  in  the  form  of 
the  recording,  the  registry,  or  the  classified  tax,  either  separately 
or  in  combination,  constitutes  a  practicable  substitute  for  the 
tax  on  intangible  personalty. 

B.   Taxation  of  Tangible  Personal  Property 

1.    Unproductive  Tangible  Personal  Property 

All  such  property  requires  space  for  which  rent  is  paid,  so 
that  it  is  in  a  measure  roughly  reached  by  the  tax  on  real  es- 
tate. Household  furniture  is  recognized  as  a  necessary  burden 
rather  than  as  an  asset,  and  in  many  States  a  certain  amount  is 
exempted  by  constitution  or  statute.  Its  assessment  is  al- 
ways difficult  and  arbitrary.  Pennsylvania  has  not  taxed 
household  and  personal  effects  for  many  years,  and  in  most 
of  the  Canadian  provinces  such  property  is  exempt.  Valu- 
able furniture  and  paintings  will  occupy  valuable  residence 
property,  and  their  entire  exemption  would  make  only  a  trifling 
increase  in  real  estate  taxes  and  would  not  disturb  the  distri- 
bution of  tax  burdens.  The  same  is  more  or  less  true  of  other 
unproductive  personalty.  Where,  as  is  usually  the  case, 
its  fiscal  significance  is  slight,  your  Committee  recommends 
exemption  rather  than  any  substitute. 

2.    Taxation  of  Productive  Tangible  Personal  Property 

(a)  The  goods,  wares,  and  merchandises  of  mercantile  es- 
tablishments and  the  machinery  and  stock  in  trade  of  intlustrial 


REPORT  OF  COMMITTEE   ON  SUBSTITUTES       339 

plants  may  be  classed  together.  Their  assessment  is  always 
difficult  and  attended  by  many  inequalities.  Far  simpler 
is  the  endeavor  to  reach  the  ability  of  the  business  man  by 
taxing  the  business  itself.  The  three  chief  forms  of  business 
taxes  are  business  license,  taxes  on  receipts,  and  taxes  calcu- 
lated according  to  some  external  criterion. 

Licenses,  with  the  exception  of  the  liquor  trade  and  certain 
minor  occupations  for  which  some  degree  of  regulation  is  in- 
trinsicall}^  desirable,  do  not  constitute  a  satisfactory  substi- 
tute. When  much  revenue  is  expected  from  them,  they  are 
likely  to  be  excessively  arbitrary,  burdensome  upon  the  small 
trader,  and  wholly  out  of  proportion  to  real  taxable  ability. 

Taxes  upon  earnings  are  apt  to  be  either  inquisitorial  or 
open  to  the  same  evasion  as  the  personal  property  tax.  They 
are,  however,  in  several  respects  superior  to  licenses.  And 
in  certain  cases,  as  of  corporations  whose  earnings  or  divi- 
dends are  public,  they  are  not  inquisitorial  or  easily  evaded, 
and  therefore  form  a  practicable  substitute.  The  extent  to 
which  they  can  be  imposed,  however,  is  Hmited.  Adminis- 
trative difficulties,  the  varying  relation  of  gross  earnings  to 
profits  and  of  net  earnings  to  investment,  the  complexities  of 
interstate  commerce,  and  the  competition  of  business  enter- 
prises in  other  tax  districts,  all  need  thorough  consideration. 

Business  taxes  according  to  outward  signs  or  criteria  are  far 
preferable  in  general.  The  question  arises  as  to  how  far  we 
should  go  in  the  detail  of  such  criteria.  In  France,  wnth  the 
so-called  Patentes,  businesses  are  classified  very  minutely 
according  to  character,  population  of  town,  rental,  number 
of  clerks,  etc.  The  net  result,  however,  of  this  multiplication 
of  criteria  is  continual  friction  and  bickering  between  the 
various  classes,  and  a  consequent  loss  of  the  advantages  pos- 
sessed by  a  round-about  business  tax  over  a  personal  assess- 
ment. It  seems  better  to  abandon  the  pretense  of  exact  meas- 
urement and  to  take  a  single,  simple  criterion  like  that  of  floor 
space  occupied  or  of  the  rental  paid  for  the  business  premises. 

The  rental  paid  is  indeed  no  exact  index  of  the  prosperity 
of  the  business.  But  even  in  theory  it  is  as  close  an  approxi- 
mation as  the  personal  property  tax.  The  assessment  of  stock 
in  trade  proceeds  on  the  assumption  that  the  larger  the  stock, 
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the  more  prosperous  the  merchant.  The  business  rental  assess- 
ment proceeds  on  the  assumption  that  the  larger  the  stock, 
the  greater  will  be  the  space  required  and  therefore  the  higher 
the  rental.  And  while  the  business  rentals  tax  is  not  inferior 
to  the  stock-in-trade  tax  in  theory,  it  possesses  the  advan- 
tage of  working  almost  automatically,  instead  of  spasmodically 
or  not  at  all.  It  can  be  collected  easily,  certainly,  without  undue 
inquisition,  and  with  reasonable  fairness.  While  this  busi- 
ness tax  may  not  always  be  an  accurate  measure  of  the  proper 
contribution  to  public  revenues,  it  is  so  far  superior  to  the 
old  haphazard  personal  property  assessment,  that  in  the  Cana- 
dian provinces,  where  the  system  has  been  long  in  vogue,  no 
one  desires  a  return  to  former  conditions. 

(6)  Farm  implements,  live  stock,  and  produce  form  a  large 
part  of  the  total  personal  property  assessment  in  most  States. 
Yet  the  inequality  of  its  taxation  arouses  great  discontent. 
To  the  extent  that  this  property  bears  a  fairly  proportionate 
relation  to  the  value  of  the  farm  and  outbuildings  —  which 
is  apt  to  be  true  in  the  great  majority  of  cases  —  it  would 
seem  that  no  special  tax  on  these  forms  of  property  would  be 
needed  to  secure  relative  justice  as  between  the  taxpayers. 
The  burden  of  local  taxation  on  the  farmer  would  not  be  in- 
creased if  such  property  were  exempted.  And  he  would  cer- 
tainly gain  by  having  this  personal  property  exempt  from 
county  or  state  levies,  from  which  so  large  a  share  of  other 
personal  property  notoriously  escapes. 

Where  more  than  the  average  or  proportionate  number 
of  live  stock,  however,  is  kept,  or  where  fiscal  necessity  seems 
to  require  the  continued  taxation  of  such  property,  your 
Committee  would  earnestly  recommend  that  the  proceeds  of 
the  tax  be  wholly  retained  by  the  local  government. 

Income  Tax 

So  far  your  Committee  have  considered  proposals  for  the 
taxation  of  particular  classes  of  personal  property  by  a  par- 
ticular substitute,  and  the  arguments  for  the  exemption  of 
particular  classes.  There  still  remains,  however,  a  possible 
substitute  of  a  more  general  character ;  namely,  the  Income  Tax. 
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What,  then,  should  be  our  attitude  to  an  income  tax  ?  As 
to  this,  your  Committee  are  unanimously  of  the  opinion  that 
an  income  tax,  assessed  as  is  the  personal  property  tax,  would 
constitute  no  improvement  whatever.  If  the  personal  prop- 
erty tax,  assessed  by  local  officials,  is  a  failure,  an  income  tax 
assessed  by  local  officials  would  be  no  less  of  a  failure.  There 
would  indeed  be  nothing  to  choose  between  them. 

With  respect,  however,  to  a  state  income  tax,  opinions  di- 
verge, and  this  divergence  of  opinion  is  reflected  in  your  Com- 
mittee. A  majority,  including  Messrs.  Pleydell,  Harris,  McVey, 
and  your  Chairman  believe  that  a  state  income  tax  does  not 
constitute  a  practicable  substitute  for  the  personal  property 
tax.  A  minority,  composed  of  Messrs.  Bullock,  Adams,  and 
Haugen,  hold  that  in  a  number  of  States  it  does  constitute  such 
a  substitute.  Because  of  this  difference  of  opinion,  your  Com- 
mittee make  no  recommendation  on  this  point. 

Conclusion 

The  entire  argument  for  the  taxation  of  personal  property  is 
that  its  owners  should  be  compelled  to  contribute  their  share 
to  the  support  of  government.  The  demand  that  each  should 
pay  his  share  of  the  general  expense  is  indubitably  sound.  The 
weakness  of  the  general  property  tax  idea  (of  taxing  all  prop- 
erty in  the  same  way)  is  that  it  ignores  the  incidence  of  taxation. 
The  general  property  tax  has  always  been  popular  because  it 
was  based  on  the  theory  that  the  property  owner  bore  the  taxes 
which  he  paid.  This  is  indeed  measurably  true  as  long  as  all 
property  is  reached  and  taxed  at  the  same  rate.  But  as  soon 
as  the  tax  becomes  an  unequal  one  —  that  is,  as  soon  as  some 
kinds  of  property  are  reached  and  others  escape  —  the  situation 
is  very  different.  The  real  estate  tax,  for  instance,  so  far  as  it 
falls  on  houses,  is,  under  such  conditions,  shifted  to  the  tenant. 
The  mortgage  tax,  under  similar  conditions,  is  shifted  to  the 
borrower.  The  stock-in-trade  tax  again  is  shifted  to  the 
purchaser;  and  so  on.  As  soon  as  the  general  property  tax 
begins  to  split  up,  as  is  the  case  at  present  in  the  United  States, 
there  is  no  assurance  that  the  owner  of  personal  property  bears 
the  tax  even  if  he  is  made  to  pay  it.     This  fact  should  give  pause 


342  STATE  AND  LOCAL  TAXATION 

to  those  who  are  reluctant  to  abolish  any  part  of  the  tax 
or  even  to  modify  it.  If  we  are  not  reaching  the  owner  of  per- 
sonal property,  and  if,  as  your  Committee  of  last  year  tells  us, 
no  degree  of  adm.inistrative  ingenuity  will  enable  us  to  do  so, 
why  should  we  object  to  a  change  which  will  only  register  actual 
facts  ? 

On  the  other  hand  it  must  be  remembered  that  pari  passu 
with  the  escape  of  personal  property  from  the  general  property 
tax,  there  has  been  going  on  a  process  which  is  slowly  putting 
back  with  one  hand  what  is  being  taken  away  by  the  other. 
In  all  our  States  public  service  corporations  are  being  more  or 
less  effectively  taxed,  and  in  some  of  our  States  other  corpora- 
tions as  well.  These  newer  methods  of  state  taxation  are  reach- 
ing, to  a  certain  extent,  at  least,  the  corporate  securities  owned 
by  individuals.  Again,  the  inheritance  taxes,  now  found  in 
so  many  of  our  States,  are  achieving  more  and  more  success  in 
bringing  into  the  meshes  of  the  tax  gatherer  the  personal  prop- 
erty of  individuals  on  periodical  occasions.  And  if,  as  is  not 
improbable,  we  shall  soon  have  a  federal  income  tax,  the  tax- 
able ability  of  the  individual  will  again  be  reached.  So  that, 
from  the  point  of  view  of  individual  obligation  at  least,  the  need 
of  any  additional  substitute  for  the  personal  property  tax  is 
less  imperative  than  seemed  to  be  the  case  a  few  years  ago. 

If,  however,  we  approach  the  subject  from  the  point  of  view 
of  public  revenue,  rather  than  individual  obligation,  the  methods 
described  above  promise  very  much  better  results  than  those 
achieved  at  present  by  the  personal  property  tax.  In  the  great 
mass  of  our  States,  the  special  securities  tax,  the  business  ren- 
tals tax,  and  an  extension  of  the  corporation  tax  will  in  the 
opinion  of  your  Committee  be  found  to  constitute  separately  or 
conjointly  practicable  substitutes  for  the  personal  property 
tax. 

Finally,  two  points  must  be  emphasized.  In  the  first  place, 
whatever  selection  be  made,  an  important  step  in  any  reform 
consists  in  an  improvement  of  administrative  methods  through 
central  control,  or  central  supervision,  of  the  machinery  of  as- 
sessment and  collection.  Only  with  the  accomplishment  of 
such  improvement  can  we  hope  to  find  any  jiermanontly  satis- 
factory substitute  for  the  discredited  personal  property  tax. 
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Secondly,  the  same  substitute  or  substitutes  will  not  neces- 
sarily work  equally  everywhere.  Economic  conditions  and 
therefore  fiscal  needs  vary  greatly  from  State  to  State.  What 
works  well  in  an  industrial  or  financial  center  might  not  work 
so  well  in  a  largely  agricultural  section.  The  size  and  com- 
plexity of  business,  the  extension  of  corporate  securities,  the 
relative  homogeneity  of  property,  the  attachment  of  the  public 
to  existing  methods  of  taxation,  or  the  readiness  of  public  senti- 
ment to  depart  from  actual  practices,  —  all  these  are  factors 
of  importance  to  be  considered  in  the  selection  of  a  substitute. 
Local  variations  in  conditions  will  necessitate  a  considerable 
latitude  in  the  choice  of  methods. 

The  personal  property  tax  has  become  an  irretrievable  fail- 
ure. Any  of  the  above-mentioned  substitutes  will  constitute 
a  step  in  advance  and  will  prepare  us  for  a  later  and  addi- 
tional step  in  the  pathway  of  fiscal  reform  and  economic  jus- 
tice. 
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REPORT  OF  COMMITTEE  ON  ASSESSMENT  OF 
REAL  ESTATE 

This  Committee  after  presenting  its  first  report  a  year  ago 
was  continued  for  further  investigation  of  the  general  subject 
assigned,  and  was  charged  with  the  additional  duty  of  prepar- 
ing tables,  rules,  and  general  instructions  for  the  assessment  of 
real  estate. 

It  is  difficult  to  proceed  along  the  line  assigned  to  us  with- 
out some  discussion  of  the  powers  and  duties  of  local  assessors 
and  the  various  methods  existing  in  the  different  States  for  the 
review  of  assessment ;  but  as  there  is  a  committee  on  administra- 
tion of  tax  laws,  which  is  considering  these  topics,  we  shall  re- 
frain from  any  comment  thereon  as  far  as  practicable.  We 
shall  endeavor  to  consider  only  the  methods  and  schemes  of 
work  which  are  being  applied  or  may  be  adopted  by  assessors 
in  their  actual  assessment  of  property. 

In  our  report  last  year  we  presented  as  one  of  the  essentials 
in  a  proper  classification  of  real  estate  the  necessity  for  a  separa- 
tion of  land  and  improvements  in  the  field  work  of  the  assessor 
and  the  statement  of  such  separate  values  on  the  tax  roll.  This 
we  now  repeat  and  emphasize.  In  the  same  manner  we  renew 
our  recommendation  for  tax  maps  in  each  district  as  a  founda- 
tion for  assessment  work,  and  for  the  preparation  of  land  value 
maps  on  which  the  unit  values  of  land  may  be  set  down  in  such 
a  way  that  the  gradations  of  value  from  one  point  of  high  value 
to  the  next  point  of  high  value  may  be  seen  at  a  glance. 

The  Committee  desires  that  in  reading  this  report  there 
should  be  kept  in  mind  the  passages  in  its  report  of  last  year 
referring  to  the  need  of  assessment  in  rem  rather  than  in  per- 
sonam, and  the  need  of  full  value  assessment,  and  also  the  dis- 
cussion at  the  last  Conference  on  the  question  of  the  need  of 
true  consideration  in  deeds  for  the  purpose  of  supplying  the 
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local  assessor  with  the  data  for  making  equitable  assess- 
ments,^ 

These,  however,  are  all  general  propositions,  and  even  if  they 
should  all  be  enacted  into  law  or  embodied  in  the  rules  and  regu- 
lations of  tax  departments  or  boards  of  assessors,  will  not  supply 
the  assessor  with  the  necessary  rules  for  the  assessment  of  a 
particular  lot  or  a  particular  building. 

Your  Committee  has  not  been  able  to  undertake  a  complete 
canvass  of  all  local  assessment  districts,  nor  of  any  large  num- 
ber of  cities.  Most  of  the  Committee,  however,  as  members  of 
state  supervisory  boards,  have  been  sufficiently  in  contact  with 
local  assessment  conditions  to  render  such  detailed  investiga- 
tion superfluous  for  present  purposes. 

Little  progress  has  been  made,  except  in  a  few  localities, 
towards  developing  systematic  methods  of  real  estate  assess- 
ment. This  is  due,  we  believe,  chiefly  to  the  short  terms  of 
office  of  local  assessors  or  tax  boards.  It  is  due  also  to  the  popu- 
lar belief,  now  happily  diminishing,  that  a  proper  and  equitable 
assessment  of  real  estate  can  easily  be  made  by  any  person  fa- 
miliar with  the  locality  who  will  merely  make  a  diligent  personal 
inspection  of  the  various  properties  therein. 

In  some  localities,  chiefly  in  cities  where  assessors  have  had 
permanent  tenure,  much  progress  has  been  made  in  developing 
systematic  methods  of  assessment.  In  many  other  localities 
good  work  is  done  because  of  the  knowledge  and  experience  of 
the  assessors,  but  without  such  systematic  development  as  to 
make  this  knowledge  or  experience  readily  available  for  their 
successors  or  for  the  information  of  inquirers  from  elsewhere.  If 
we  shall  refer  in  this  report  chiefly  to  the  methods  of  a  few  cities, 
this  is  because  they  have  developed  their  methods  sufficiently  to 
enable  assessing  officials  from  other  localities  to  profit  by  their  ex- 
perience, and  many  have  availed  themselves  of  the  opportunity. 

The  task  of  the  assessor  is  to  measure  the  value  of  each  lot 
and  building,  and  to  do  this  accurately  and  scientifically  he  must 
have  some  standard  of  measure.  Of  course  the  actual  assessed 
value  set  down  upon  the  tax  roll  will  be  in  dollars.     Back  of 

1  See  also  the  address  on  "Uniform  Listing  of  Real  Estate,"  by  L.  Q. 
Powers,  Chief  Statistician  Census  Bureau,  at  the  Third  Conference, 
1909. 
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that  statement  in  dollars  there  should  be  the  entry,  somewhere 
in  the  tax  records,  that  the  land  value  is  composed  of  a  given 
number  of  units  of  area,  either  in  acres  or  feet,  and  of  a  given 
value,  and  that  the  building,  in  like  manner,  contains  a  given 
number  of  units  of  dimension  each  of  a  given  value.  Our  task, 
then,  is  to  suggest  a  standard,  or  set  of  standards,  for  the  asses- 
sor, that  shall  have  been  tested  by  experience  and  shall  be  suffi- 
ciently simple  to  be  readily  employed  and  understood. 

Real  estate  for  purposes  of  assessment  may  be  considered  in 
three  groups: 

1.  Ordinary  real  estate,  such  as  (a)  land  and  buildings  in 
cities  and  (6)  farm  property  in  rural  districts. 

2.  Real  estate  of  public  service  corporations,  including  ease- 
ments in  public  highways. 

3.  Mines,  forests,  and  similar  lands  requiring  some  special 
knowledge  to  determine  their  value. 

1.  Ordinary  Real  Estate 
(a)  land  and  buildings  in  cities 

The  highest  values  for  given  areas  of  land  or  of  buildings  are 
found  in  cities,  and,  in  consequence  of  these  high  values,  it  is  in 
cities  that  systematic  methods  for  the  assessment  of  real  es- 
tate have  been  most  highly  developed.  For  this  reason,  and 
also  because  many  of  the  ideas  underlying  a  proper  assessment 
of  city  real  estate  can  be  applied  to  other  kinds,  this  class  should 
be  considered  first. 

Two  things  are  essential  to  an  accurate  assessment  of  city 
real  estate.  First,  maps  which  shall  show  the  area,  dimensions, 
and  locations  of  the  real  property  and  the  various  subdivisions 
of  ownership,  and  second,  a  separate  statement  of  the  value  of 
the  land  and  the  value  of  structures  thereon. 

Tax  Maps 

Tax  maps  for  the  assessment  of  real  estate  have  been  used 
in  some  cities  for  many  years.  The  city  of  Newark  began  the 
lot  and  block  system  forty  years  ago.     The  cadastral  system, 
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applying  to  both  city  and  country  real  estate,  has  been  in  use 
in  the  Province  of  Quebec  for  a  much  longer  time. 

The  lot  and  block  system  of  assessment  is  the  best  plan  for 
mapping.  This  consists  of  an  official  map,  based  on  an  actual 
survey,  filed  of  record  with  some  public  officer,  on  which  cer- 
tain areas  are  designated  as  ''blocks"  and  which  are  given  a 
fixed,  unchangeable  number.  On  such  a  map  a  "block"  should 
be  bounded  by  street  lines. 

Within  the  block  the  map  will  be  further  subdivided  accord- 
ing to  the  individual  ownership  of  parcels.  As  lots  are  bought 
and  sold,  they  may  be  united  or  subdivided,  and  when  any 
change  of  this  kind  occurs,  the  map  should  be  changed  by  some 
competent  surveyor  to  conform  to  the  new  lines  of  ownership 
and  the  date  of  such  change  noted  on  the  map. 

Within  each  block,  all  the  lots  should  be  numbered  consec- 
utively, beginning  with  the  number  one  for  each  block  and  con- 
tinuing around  the  four  sides  of  the  block. 

It  will  be  found  convenient  to  so  number  the  lots  as  to  leave 
vacant  numbers  for  new  lots  if  there  is  a  prospect  of  subdivision 
among  the  existing  lots  at  the  time  the  first  numbering  is  made. 

When  real  estate  is  assessed  by  this  lot  and  block  system, 
the  assessment  roll  may  or  may  not  carry  the  exact  name  of  the 
owner.  The  assessment  should  be  made  against  the  particular 
lot  as  numbered  on  the  city  official  map  Avith  such  structures 
as  appear  thereon. 

In  Newark  assessments  are  entered  upon  the  tax  books  by 
streets  for  convenient  reference.  The  assessor  begins  at  the  end 
of  a  street,  and  proceeds  continuously  to  the  other  end  of  the 
street,  or  at  least  to  the  boundary  of  his  district,  and  makes  the 
assessment  by  the  block  and  lot  number  of  the  official  map. 

In  the  city  of  New  York,  which  has  largely  followed  the 
Newark  plan,  the  assessments  are  made  entirely  by  blocks: 
first,  of  the  frontage  on  one  street,  and  then,  continuing  around 
the  other  three  sides  of  the  block.  This  method  does  not  afford 
as  easy  comparison  of  different  assessments  along  a  given  street 
as  the  Newark  system.  However,  this  objection  is  overcome 
by  the  use  of  land  value  maps. 
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Separate  Assessment  of  Land  and  Improvements 

The  general  method  of  stating  a  real  estate  assessment  is 
to  set  do\Mi  opposite  the  description  of  the  property  one  val- 
uation which  includes  the  value  of  both  the  land  and  the  build- 
ings, if  any,  thereon.  This  method  renders  intelligent  compar- 
ison of  values  impossible. 

The  separation  of  these  two  different  elements  of  value  is 
essential  to  an  accurate  assessment,  and  their  separate  state- 
ment on  the  assessment  roll  is  necessary  to  enable  proper  com- 
parisons to  be  made  between  the  valuations  of  different  parcels 
of  property. 

A  few  States  require  by  statute  the  separate  assessment  of 
land  and  of  the  buildings  thereon  to  be  entered  upon  the  assess- 
ment roll. 

The  method  adopted  in  the  city  of  New  York  in  1903,  and 
this  year  extended  by  statute  to  all  the  cities  in  the  State,  re- 
quires merely  a  separate  statement  of  the  value  of  land,  in 
addition  to  the  statement  of  the  total  valuation  of  the  real 
estate.  The  advantage  of  this  method  of  separate  assessment 
is,  that  it  forces  the  assessor  to  recognize  the  economic  fact 
that  the  value  of  a  building  is  simply  the  difference  between 
the  value  of  the  parcel  of  land  with  the  building  and  what  the 
same  parcel  would  be  worth  if  the  building  were  removed.  The 
difference  between  the  two  methods  is  slight  when  the  improve- 
ments are  new  or  perfectly  adapted  to  the  location,  but  in  the 
case  of  old  structures  or  those  which  are  no  longer  suitable  to 
the  sites,  the  New  York  method  is  superior. 

One  plan  or  the  other,  however,  should  be  employed  by  the 
assessor  in  his  work,  and  where  practicable  the  values  should 
be  separately  entered  upon  the  assessment  roll. 

Establishing  Standards  of  Value 

When  the  actual  work  of  assessment  is  undertaken,  the  first 
problem  that  confronts  the  assessor  is  to  find  a  basis  for  valua- 
tion, that  is  to  say,  a  standard  of  value  by  which  to  measure 
each  parcel  and  in  terms  of  which  to  express  its  relation  to  the 
standard. 
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It  is  apparent  that  the  primary  need  of  the  assessor  is  to  de- 
termine for  his  own  locahty  the  normal  unit  of  land  area.  This 
may  be  the  lot  of  average  size,  say,  25  X  109  feet,  or  50  X  150 
feet,  or  whatever  is  by  common  consent  regarded  as  a  normal 
lot  in  the  particular  city.  It  is  impossible  to  lay  down  one  unit 
for  all  cities.  Lots  in  one  city  may  be  generally  100  feet  deep,  in 
another  150  feet,  and  in  still  another  200  feet.  The  normal  width 
of  such  lot  may  be  20  feet  in  one  place  and  50  feet  in  another. 
But  in  each  city  or  section  thereof  it  is  clearly  possible  to  fix 
upon  a  lot  of  a  given  size  as  the  normal.  From  this  lot  of 
normal  size,  the  assessor  may  easily  determine  the  value  of  one 
foot  frontage  of  the  normal  depth,  and  from  this  smaller  unit 
he  can  determine  the  value  of  a  lot  of  normal  depth  of  any 
frontage  by  simple  multiplication. 

In  Trenton,  N.J.,  the  Commissioners  of  Assessment  keep  a 
unit  value  book,  by  streets,  showing  for  each  block  on  the  street 
the  front  foot  value  determined  by  the  board  for  inside  lots 
100  feet  deep.  These  values  are  revised  by  the  board  annually 
before  the  actual  assessment  is  made,  and  the  book  is  ruled  so 
that  the  values  for  several  years  appear  in  parallel  columns.  In 
New  York  the  unit  value  used  is  noted  by  the  assessor  on  his 
field  book. 

Rules  for  Varying  Depth  of  Lots 

The  next  problem  is  to  formulate  a  rule  for  valuing  lots  which 
are  shorter  or  longer  than  the  normal.  This  has  been  met  in 
such  cities  as  Newark,  New  York,  and  Baltimore,  by  the  use  of 
tables,  based  upon  the  experience  of  the  Tax  Departments,  on 
which  are  shown,  in  percentages  of  the  whole,  the  value  for 
each  foot  of  depth. ^  The  Newark  rule  and  the  New  York  rule 
are  not  quite  identical.  The  Newark  rule  gives  a  little  more 
value  to  the  front  part  of  the  lot  than  the  rule  in  use  in  New 
York.  We  do  not  undertake  to  say  that  one  is  nearer  the  abso- 
lute truth  than  the  other.  Local  conditions  in  each  city  may 
require  a  special  table  for  such  locality.  A  table  similar  to  the 
Newark  and  New  York  tables  should  be  prepared  for  each  city, 
and  should  be  used  by  the  assessors.    This  table  should  be  given 

»  These  tables  are  given  in  an  appendix  to  this  report. 
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the  utmost  publicity,  and  should  be  revised  as  occasion  demands, 
whenever  the  assessors  are  satisfied  that  the  need  exists.  There 
is  this,  hoWever,  to  be  said,  that  as  soon  as  any  table  is  generally 
accepted  by  the  assessors  and  by  the  real  estate  men  of  any  city, 
the  need  of  revision  would  practically  disappear,  because  whether 
the  rule  conforms  absolutely  to  the  actual  fact  or  not  does  not 
matter,  provided  purchases  and  sales  of  real  estate  in  that  city 
are  substantially  based  on  the  use  of  such  a  rule.  This  has 
proven  to  be  the  fact  both  in  Newark  and  New  York. 

Fifty  years  ago  in  deciding  a  lawsuit  Judge  Hoffman  of  New 
York  laid  down  the  rule  that  an  ordinary  city  lot  50  feet  deep 
was  worth  two  thirds  as  much  as  a  lot  adjoining  which  was 
100  feet  deep,  the  latter  being  the  standard  depth  in  the  city 
of  New  York.  This  formula  has  been  accepted  generally  by 
real  estate  men  and  by  the  City  Tax  Department,  and  various 
rules  and  scales  have  been  devised  from  it  based  upon  the  same 
principle.  The  Hoffman  rule  has  been  adopted  in  other  cities 
also. 

The  Hoffman  rule,  however,  has  been  found  to  give  too  little 
value  to  the  front  portion  of  a  lot  or  to  a  short  lot  as  compared 
with  a  deeper  one  on  business  streets,  especially  where  frontage 
values  are  high.  Various  modifications  of  this  rule  are  employed 
by  individual  assessors  in  different  districts. 

In  the  city  of  Newark,  where  front  foot  values  are  second  only 
to  those  in  the  city  of  New  York,  a  slightly  different  rule  is 
used.  For  business  properties  the  Newark  rule  gives  50 
per  cent  of  the  value  to  the  first  25  feet,  taking,  also,  a  100-foot 
lot  for  a  standard.  This  is  about  the  ratio  used  by  the  assessors 
in  New  York  business  districts. 

For  lots  deeper  than  100  feet  there  is  a  decided  variance  in 
rules  and  opinions.  Generally  a  200-foot  lot  is  estimated  to  be 
from  25  to  30  per  cent  more  valuable  than  a  100-foot  lot  where 
the  latter  is  the  standard. 

It  should  be  noted  also  that  experienced  assessors  do  not  all 
agree  that  100  feet  can  be  used  as  a  unit  when  normal  lots  are 
150  to  200  feet  in  depth. 

In  Baltimore  the  normal  depth  of  lots  in  the  business  section 
is  150  feet.     The  table  used  in  that  city^  is  calculated  to  show 

^  See  appendix  to  this  report. 
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the  percentage  which  a  lot  shorter  than  150  feet  bears  to  the 
standard  size,  and  also  the  additional  value  of  a  deeper  lot  up  to 
200  feet.  This  rule  practically  makes  the  rear  100  feet  of  a  200- 
foot  lot  worth  20  per  cent  of  the  front  100  feet.  But  in  the 
comparative  value  of  the  first  50  feet  of  a  100-foot  lot  it  comes 
closer  to  the  Hoffman  than  to  the  Newark  rule. 

Your  Committee  expresses  no  opinion  on  these  disputed 
points.  We  believe  that  the  actual  variation  between  the 
various  rules  is  negligible  compared  with  the  enormous  ad- 
vantage of  adopting  some  tested  rule  in  place  of  an  arbitrary- 
judgment  of  each  piece  of  property. 

The  rules  above  discussed  have  been  considered  only  in  their 
application  to  lots  of  usable  size.  The  rules  may  be  used  on 
narrow  lots  and  lots  of  irregular  shape,  but  they  should  be  applied 
with  caution,  and  the  results  should  be  carefully  checked  by  a 
study  of  actual  conditions  and  values. 

In  actual  assessment  work  the  assessor  will  enter  on  his 
field  map  the  unit  value  of  a  normal  unit  on  each  street,  or,  to  be 
more  accurate,  on  each  side  of  each  block.  From  this  unit 
value,  he  can  then  compute  according  to  his  table  of  percentages 
the  land  value  of  each  lot  of  any  size  or  shape  upon  that  street, 
and  enter  the  same  on  his  assessment  roll. 

Thus  all  the  lots  along  the  given  block  will  bear  a  just  relation 
to  each  other,  and  the  same  will  be  true  of  all  the  lots  upon  the 
frontage  of  any  block  in  the  city. 

It  is  to  be  observed,  however,  that  while  this  method  secures 
equality  and  precision  among  the  lots  along  the  side  of  a  block 
or  on  the  opposite  sides  of  a  street,  it  does  not  necessarily  secure 
the  proper  relation  between  the  assessments  of  lots  in  one  block 
or  one  street  with  the  lots  on  adjoining  or  neighboring  streets 
or  blocks.  If  we  may  compare  the  blocks  to  townships  and 
the  city  to  the  county,  we  may  say  that  the  method  above  de- 
scribed has  secured  a  proper  equalization  among  the  lots  within 
the  township,  but  has  not  provided  for  equalization  among  the 
townships  in  the  county. 

In  the  city  of  New  York  provision  has  been  made  for  equal- 
ization among  the  blocks  by  the  use  of  Land  Value  Maps. 
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Land  Value  Maps 

An  outline  map  of  the  city  is  used,  subdivided  into  such  areas 
as  may  be  convenient.  On  each  side  of  each  street,  for  each 
block,  the  unit  value  of  the  normal  unit  is  entered.  Thus  the 
relation  of  value  on  one  street  with  values  on  another  street  is  at 
once  apparent.  Points  showing  high  value  will  grade  off  towards 
the  points  showing  low  values,  and  everywhere  the  values  on  one 
street  will  interlock  with  the  values  on  the  next  street  in  a  way 
that  can  be  seen,  understood,  and  explained.  Accuracy  and 
precision  will  be  introduced  into  an  assessment.  The  disturbing 
influences  of  abnormally  high  or  abnormally  low  sales  will  be 
minimized,  and  the  assessor  will  be  doing  what  he  ought  to  do  ; 
namely,  exercising  his  judgment  in  assessing  all  lots  within  a 
given  area  in  their  relative  values  to  one  another. 

The  city  of  Milwaukee  has  for  almost  twenty  years  made  a  prac- 
tice of  using  maps  which  have  been  termed  "Equalization  Maps," 
to  assist  in  fixing  unit  or  per  front  foot  values.  These  maps  are 
bird's-eye  views  of  each  ward  drawn  to  scale,  on  which  are 
shown  each  square  or  block  of  land  bounded  by  streets  or  alleys. 
There  is  also  shown  on  each  map  a  tier  of  blocks  of  all  the  sur- 
rounding wards  or  adjoining  property  for  the  purpose  of  making 
comparisons.  On  these  maps  the  assessed  values  of  the  land 
are  shown  on  all  sides  of  each  block,  so  that  comparisons  can 
readily  be  made  with  all  parts  of  such  ward  or  adjoining  wards. 

Corner  Values 

One  of  the  hardest  problems  presented  to  the  assessor  is  to 
determine  corner  values.  On  this  point  the  Committee  is 
unable  to  discover  any  common  rule  among  assessors.  There 
seems  to  be  no  agreement  as  to  how  far  the  corner  influence 
extends  down  the  side  of  the  street,  or  how  far  back  it  extends 
from  the  street  front. 

Corner  influence,  of  course,  is  a  fact,  and  a  corner  lot  has  a 

much  greater  value  than  an  inside  lot.    All  that  we  can  at 

present  say  on  this  point  is  that  the  consensus  of  opinion  appears 

to  be  that  corner  influence  varies  according  to  the  use  to  which 

2  a 
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the  property  is  put,  being  greatest  in  retail  business  districts 
and  smallest  in  suburban  residence  districts. 

Building  Values 

It  is  much  more  difficult  to  establish  standards  for  assessing 
buildings  than  for  assessing  land.  The  assessor  should  have 
some  formula,  sufficiently  flexible,  by  which  to  appraise  the 
building.  The  cost  of  construction  for  a  new  building,  of  the 
type  of  the  building  under  consideration,  can  be  worked  out. 
This  is  not  a  difficult  problem  ;  real  estate  men  and  builders  can 
readily  supply  the  assessor  with  this  information.  From  such 
information  he  can  construct  a  table,  made  up  of  definite  types 
of  buildings,  of  definite  size  and  construction.  If  this  table 
is  sufficiently  worked  out,  it  may  be  made  to  include  all  types 
of  buildings  coming  within  his  jurisdiction.  If  such  table  is  not 
worked  out  in  this  detail,  it  is  possible  for  the  assessor  to  reduce 
his  table  so  as  to  show  the  cubage  cost  or  the  cost  per  square  foot 
of  floor  space  for  each  type.  Then  by  ascertaining  the  cubage 
or  the  floor  space  of  the  given  building  and  multiplying  it  by 
his  unit  cost  he  will  have  the  approximate  cost  of  construction 
of  such  a  building. 

This,  however,  does  not  allow  for  depreciation.  Attempts 
have  been  made  to  work  out  tables  of  depreciation  based  upon 
age,  but  we  have  not  been  able  to  learn  of  any  table  of  this  kind 
that  is  really  satisfactory  or  accurate. 

Another  thing  that  must  constantly  be  borne  in  mind  in 
assessing  buildings  is  that  the  building  must  be  suitable  to  the 
site.  A  residence  standing  in  the  midst  of  business  buildings, 
far  from  the  usual  residence  neighborhood,  will  have  small 
selling  value.  It  may  be  in  the  best  of  repair  and  admirably 
designed  for  residential  purposes,  but  its  value  will  be  practically 
nil,  because  it  is  unsuited  to  the  site.  Every  city,  doubtless, 
has  many  instances  where  the  transition  from  residence  to 
business  uses  has  taken  all  value  from  some  buildings.  To 
assess  such  buildings  on  the  basis  of  construction  cost  or  on  their 
actual  conditions  as  dwellings  would  be  a  great  injustice  to 
the  owners. 

An  assessor  can  be  sure  of  his  land  values.     But  when  he 
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assesses  buildings  by  the  use  of  building  factors,  the  result  in 
each  case  should  be  tested  by  his  judgment  of  the  additional 
selling  value  which  the  building  gives  to  the  lot  on  which  it 
stands.  If  the  total  of  land  value  and  building  value  as  thus 
assessed  exceeds  the  actual  selling  value,  the  assessor  should 
go  over  his  figures  and  reduce  his  building  factor.  Otherwise 
he  will  not  make  proper  allowance  for  deterioration  or  inade- 
quacy of  the  improvement  to  the  site. 

(b)    land  and  buildings  in  the  country 

Area 

The  first  requisite  is  a  determination,  as  accurate  as  possible, 
of  the  area  of  each  separately  assessed  parcel.  If  there  is  a 
tax  map,  this  should  show  the  area.  In  most  country  tax 
districts  at  the  present  time  there  is  no  tax  map,  and  absolutely 
no  means  exists  for  verifying  the  guess  at  the  area  of  a  farm 
which  the  assessor  makes  when  he  compiles  his  tax  roll.  The 
discrepancy  which  appears  so  frequently  when  one  attempts  to 
compare  the  total  area  of  the  assessed  land  in  a  township  with 
the  actual  area  of  such  township  is  startling,  and  the  conclusion 
is  inevitable  that  much  land  has  not  been  assessed  at  all.  In 
fact,  it  may  be  accepted  as  of  common  knowledge  that  the 
number  of  acres  assessed  to  the  owner  of  a  farm  is  often  well 
under  the  size  of  the  farm.  A  tax  map  of  some  sort  is  a  pre- 
requisite to  equitable  and  scientific  assessment  work  in  country 
districts,  but,  as  said  in  our  former  report,  such  tax  map  may, 
in  the  beginning,  be  merely  an  outline  sketch  map,  if  nothing 
better  is  available. 

Separate  Assessment  of  Land  and  Improvements 

We  do  not  feel  it  necessary  to  repeat  or  enlarge  on  what  was 
said  on  this  subject  in  our  former  report,  to  which  we  beg  to 
refer. 

Establishing  Standards  of  Value 

The  problem  of  fixing  a  standard  of  value  is  presented  to  the 
country  assessor  just  as  to  the  city  assessor,  but  it  is  not  the 
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same  problem.  In  cities  frontage  is  the  chief  element  of  value 
in  lots.  But  frontage  is  of  small  relative  importance  in  the 
country.  To  assess  two  lots  in  a  city,  of  equal  frontage,  but  of 
different  depths,  by  square  foot  value  would  produce  gross 
inequality.  In  the  country  to  assess  two  farms  of  equal  area  and 
fertility,  but  with  unequal  frontage  on  the  highway,  by  a  front 
foot  rule,  would  in  turn  produce  gross  inequality.  Superficial 
area  or  acreage  must  be  the  rule  for  assessment  in  the  country. 

The  country  assessor  does  not  have  to  determine  a  normal 
unit  of  area  as  does  the  city  assessor.  The  acre  is  the  commonly 
accepted  unit.  But  he  has  the  same  problem  as  the  city  assessor 
of  establishing  the  value  of  his  unit  at  different  points  in  his 
district. 

We  recommend  the  same  method  as  for  city  assessors ;  namely, 
land  value  maps. 

Land  Value  Maps 

On  each  road  the  value  of  an  acre  of  each  class  of  land,  into 
which  the  land  in  his  district  is  divided  for  purposes  of  assess- 
ment, should  be  determined.  From  such  unit  values  the  value 
of  the  acreage  in  each  farm  can  be  determined,  making  due 
allowance  for  rock,  gully,  hillside,  etc. 

In  our  last  report  we  discussed  at  length  the  classification  of 
land  for  assessment  purposes,  particularly  rural  land.  The 
country  assessor  can  enter  on  the  maps  at  appropriate  points 
the  values  which  he  has  determined  upon  as  the  normal  value 
per  acre  of  land  of  these  different  classes.  Then  by  looking  over 
the  maps  as  a  whole  he  can  readily  see  Avhether  he  has  made  suffi- 
cient allowance  in  these  acreage  values  for  differences  of  location, 
topography,  transportation  facilities,  improved  highways,  and 
other  advantages  or  disadvantages. 

Building  Valu£s 

The  assessment  of  buildings  in  the  country  does  not  present 
problems  differing  from  assessment  of  buildings  in  the  city,  and 
the  country  assessor  can  use  the  same  rules  as  the  city  assessor. 
He  will  have  fewer  types  to  deal  with,  and  the  problem  shoukl 
be  easier  for  that  reason.     We  desire,  however,  especially  to 
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caution  country  assessors  to  make  a  proper  allowance  for  depre- 
ciation in  the  value  of  buildings,  for  the  methods  of  construction 
and  the  failure  to  keep  up  proper  repairs  in  country  buildings 
cause  them  to  deteriorate  much  more  rapidly  than  city  buildings. 

2.  Public  Service  Corporations 

The  property  of  public  service  corporations  should  be  assessed 
as  a  unit.  This  rule,  if  followed,  will  remove  most  of  such 
property  from  the  local  assessors,  as  by  far  the  largest  amount  of 
public  service  corporation  property  extends  through  more  than 
one  tax  district.  The  manner  of  distributing  taxes  collected  upon 
the  value  of  public  service  corporation  property  when  assessed 
as  a  unit,  or  whether  such  property  should  be  assessed  at  one 
rate  or  at  local  rates  through  an  apportionment  of  assessed 
values  among  the  local  tax  districts,  are  questions  outside  the 
scope  of  this  Committee.  Our  suggestion  is  merely  that  the 
assessment  of  this  property  should  be  made  as  a  unit  by  one 
assessing  authority.  This,  however,  is  impracticable  in  some 
States  because  of  constitutional  provisions. 

Where  the  local  assessor  must  continue  to  be  charged  with  the 
actual  assessment  of  the  property  or  franchises,  or  both,  within 
his  district,  of  a  public  service  corporation  whose  lines  extend 
through  several  districts,  he  should,  where  practicable,  be  guided 
and  controlled  by  positive  regulations,  prescribed  by  central 
state  authority,  so  that  there  may  be  uniformity  of  assessment 
of  this  class  of  property. 

So  much  of  the  value  of  public  service  corporation  property, 
however,  depends  upon  its  employment  as  a  unit  and  its  actual 
or  potential  earning  power,  that  a  local  assessment  at  physical 
valuation  is  rarely  satisfactory  to  any  one. 

3.  Forests,  Mines,  and  Quarries 

The  local  assessor  is  as  a  rule  poorly  equipped  for  making 
a  valuation  of  unusual  classes  of  real  estate  such  as  we  have 
embraced  in  the  general  terms  of  forests,  mines,  and  quarries. 
Such  assessment  work  requires  special  knowledge  and  skill.  A 
State  Tax  Commission  can  be  of  great  assistance  to  local  as- 
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sessors  in  furnishing  data  and  rules  for  the  assessment  of  such 
property. 

In  the  State  of  Washington,  for  example,  the  State  Tax 
Commission  has  conducted  "timber  cruises"  for  the  purpose  of 
mapping  the  timber  lands  of  the  State.  The  commission  has 
prepared  maps  of  a  number  of  counties,  subdivided  into  sections, 
and  has  noted  upon  each  map  the  character  of  the  timber  in 
each  of  these  subdivisions,  together  with  other  information  of 
great  assistance  in  valuation. 

The  Minnesota  Tax  Commission  has  conducted  extended 
investigations  of  the  iron  ore  deposits,  and  has  compiled  tables 
showing  the  relative  values  per  ton  of  the  various  grades  of  iron 
ore  deposits. 

Wherever  practicable,  assessments,  or  at  least  a  valuation, 
of  such  unusual  real  estate  should  be  made  by  a  State  Board 
for  the  information  of  local  assessors.  Where  this  cannot  be 
done,  it  would  be  advisable  in  many  cases  for  the  local  governing 
officials  to  have  a  valuation  made  by  a  competent  person,  or 
persons,  for  the  guidance  of  local  assessors. 

Conclusions 

1.  A  tax  map  should  be  used  in  each  tax  district.  Accurate, 
equitable,  and  scientific  assessment  cannot  be  made  without  an 
accurate  map  as  a  base. 

2.  Land  and  improvements  should  be  separately  assessed. 

3.  Standards  of  value  should  be  established  by  each  assessor, 
for  land  and  for  buildings,  to  assist  him  in  the  exercise  of  his 
judgment. 

4.  A  table  of  values,  by  which  to  determine  the  relative 
value  of  lots  of  varying  sizes,  should  be  established  and  used  in 
each  city. 

5.  Land  value  maps,  on  which  the  unit  values  of  land  through- 
out the  city  are  shown  should  be  prepared  and  used  in  each 
city. 

6.  A  table  of  building  factors  should  be  prepared  and  used 
by  assessors  from  which,  when  applied  to  cubage  or  square  foot 
floor  area,  the  approximate  value  of  a  building  may  be  deter- 
mined. 
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7.   Land  value  maps  would  be  of  great  assistance  to  assessors 
in  rural  districts. 
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HOFFMANN-NEILL    RULE 

Used  by  New  York  City  Tax  Department  for  most  sections, 
ing  percentage  of  value  for  various  depths  of  a  100-foot  lot. 


Show- 


Feet 

Per  Cent 

Feet 

Pek  Cent 

Feet 

Per  Cent 

Feet 

Per  Cent 

1 

06.76 

26 

45.48 

51 

67.45 

76 

85.14 

2 

10.14 

27 

46.50 

52 

68.22 

77 

85.79 

3 

12.86 

28 

47.51 

53 

68.99 

78 

86.44 

4 

15.20 

29 

48.50 

54 

69.75 

79 

87.09 

5 

17.32 

30 

49.47 

55 

70.51 

80 

87.73 

6 

19.29 

31 

50.42 

56 

71.26 

81 

88.37 

7 

21.12 

32 

51.36 

57 

72.01 

82 

89.01 

8 

22.82 

33 

52.29 

58 

72.75 

83 

89.64 

9 

24.43 

34 

53.21 

59 

73.48 

84 

90.27 

10 

25.98 

35 

54.12 

60 

74.20 

85 

90.90 

11 

27.48 

36 

55.01 

61 

74.92 

86 

91.53 

12 

28.93 

37 

55.89 

62 

75.63 

87 

92.16 

13 

30.33 

38 

56.76 

63 

76.34 

88 

92.78 

14 

31.68 

39 

57.63 

64 

77.04 

89 

93.40 

15 

32.98 

40 

58.49 

65 

77.74 

90 

94.01 

16 

34.24 

41 

59.34 

66 

78.43 

91 

94.62 

17 

35.47 

42 

60.18 

67 

79.12 

92 

95.23 

18 

36.67 

43 

61.02 

68 

79.81 

93 

95.83 

19 

37.84 

44 

61.85 

69 

80.49 

94 

96.43 

20 

38.99 

45 

62.67 

70 

81.17 

95 

97.03 

21 

40.12 

46 

63.48 

71 

81.85 

96 

97.63 

22 

41.23 

47 

64.29 

72 

82.51 

97 

98.23 

23 

42.32 

48 

65.09 

73 

83.17 

98 

98.82 

24 

43.39 

49 

65.88 

74 

83.83 

99 

99.41 

25 

44.44 

50 

66.67 

75 

84.49 

100 

100.00 

Standard  lots  in  New  York  are  100  feet  deep.     The  Department  sug- 
gests the  following  rule  for  deeper  lots : 

125  feet 109  per  cent 

150  feet 117  per  cent 

175  feet 124  per  cent 

200  feet 130  per  cent 
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HOFFMANN    RULE 
(Calculated  here  in  2  decimals  only,  and  by  5  feet  distances) 


Feet 

Per  Cent 

Feet 

Per  Cent 

5 

18 

55 

71 

10 

26 

60 

75 

15 

33 

65 

79 

20 

39 

70 

82 

25 

45 

75 

85 

30 

50 

80 

88 

35 

55 

85 

91 

40 

59 

90 

94 

45 

63 

95 

97 

50 

67 

100 

100 

NEWARK,    NEW   JERSEY,  RULE 

For  Property  in  Business  Districts 
Standard,  100  feet  deep 


Feet  in  Depth 

Add  for  Each  25  Feet 

Total  Value  in  Per- 
centage 

Per  Cent 

25 

50 

50 

50 

24 

74 

75 

14 

88 

100 

12 

100 

125 

11 

111 

150 

10 

121 

175 

8 

129 

200 

4 

133 
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BALTIMORE,  LINDSEY,  AND  BERNARD  RULE 

Unit,  150  feet  deep.     Value,  $1000 
Table  calculated  up  to  200  feet 


Depth  from  Front 

Per  Cent  of  Size 

Value 

Feet 

5 

3i 

$90   ■ 

10 

6f 

150 

15 

10 

210 

20 

13* 

270 

25 

161 

330 

30 

20 

385 

35 

231 

440 

40 

261 

490 

45 

30 

540 

50 

331 

585 

55 

361 

630 

60 

40 

670 

65 

431 

706 

70 

461 

739 

75 

50 

769 

80 

531 

796 

85 

561 

820 

90 

60 

842 

95 

63i 

862 

100 

661 

880 

105 

70 

896 

110 

731 

911 

115 

761 

925 

120 

80 

938 

125 

m 

950 

130 

86f 

961 

135 

90 

972 

140 

931 

982 

145 

96f 

992 

150 

100 

1000 

155 

103i 

1007 

160 

1061 

1013 

165 

110 

1019 

170 

1131 

1025 

175 

116f 

1030 

180 

120 

1035 

185 

123  i 

1039 

190 

1261 

1043 

195 

130 

1047 

200 

133* 

1050 

REPORT  OF  COMMITTEE  ON  ADMINISTRATION 
OF  LAWS  FOR  TAXATION  OF  PROPERTY 

This  Committee  was  appointed  pursuant  to  the  following 
resolution  adopted  at  the  last  Conference : 

"  Resolved:  That  this  Conference  recommend  to  the  Inter- 
national Tax  Association  that  the  Association  appoint  a  com- 
mittee to  investigate  the  methods  of  administering  laws  relating 
to  the  taxation  of  property  in  the  several  States  and  provinces 
and  prepare  a  report  for  the  information  of  future  conferences." 

The  text  of  this  resolution  excludes  the  subject  of  excise  or 
privilege  taxes  such  as  those  upon  corporate  franchises,  in- 
heritance taxes,  and  similar  forms  of  revenue  usually  employed 
for  state  purposes  and  collected  by  a  central  authority.  Nor 
do  the  methods  of  administering  the  laws  for  these  special  forms 
of  taxes  present  a  serious  problem  at  this  time.  Whatever 
difficulties  may  arise  under  them  seem  to  be  easy  of  solution  by 
the  particular  State  imposing  the  tax.  Moreover,  such  taxes 
form  a  small  portion  of  the  total  revenues,  and  the  method  of 
collecting  them  affects  directly  a  very  small  part  of  the  popu- 
lation. 

Existing  Conditions 

The  general  property  tax  supplies  more  than  80  per  cent  of 
local  revenues  in  the  United  States  and  more  than  75  per  cent 
of  the  total  of  state  and  local  revenues.  The  property  assessed 
for  this  tax  was  valued,  according  to  the  last  available  census 
figures  (1902),  at  more  than  thirty-five  billion  dollars.     The 
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total  taxes  collected  from  this  assessment  were  then  over  seven 
hundred  millions  of  dollars  annually,  and  the  annual  sum  has, 
without  doubt,  increased  considerably  since  the  last  figures  were 
compiled.  The  equitable  valuation  of  this  enormous  amount  of 
property,  so  that  this  great  tax  burden  of  hundreds  of  million 
dollars  shall  be  fairly  distributed  among  those  liable  to  the  tax, 
is  a  problem  which  increases  in  gravity  with  the  increases  of  tax 
rates  and  in  property  values.  It  is  this  general  property  tax 
and  the  methods  of  its  administration  which  your  Committee 
will  consider. 

The  administration  of  the  general  property  tax  law  in  any 
State  or  under  any  statute  is  in  three  parts :  the  actual  assess- 
ment made  in  the  first  instance  by  a  local  assessor ;  second,  the 
review  of  the  assessment  and  correction  of  errors  by  supervising 
or  reviewing  boards,  and  finally,  the  announcement  of  the 
results  for  information  of  the  taxpayers  and  for  study  and 
comparison. 

All  three  stages  of  administration  have  provided  fruitful 
sources  of  complaint  and  have  been  denounced  with  equal  ve- 
hemence and  perhaps  with  equal  justification.  But  suggestions 
for  reform  in  administration  have  concerned  themselves  chiefly 
with  improvements  in  the  review  and  correction  of  errors.  The 
changes  made  in  the  States  where  most  has  been  done  to  improve 
assessment  methods,  as  in  Kansas,  Minnesota,  and  Wisconsin, 
have  been  in  the  main  along  the  lines  of  either  relieving  indi- 
vidual and  complaining  taxpayers  or  of  so-called  equalization 
between  entire  districts  or  counties.  Little  change  has  been  made 
anywhere  in  the  preliminary  field  work  or  in  the  method  of  pri- 
mary assessment  by  the  local  assessor. 

We  have  built  from  the  top  down  in  the  effort  to  improve 
the  system.  It  is  time  that  the  foundations  should  be  con- 
sidered and  that  the  local  assessment  work  should  be  improved. 

1.    The  Local  Assessor 

The  usual  method  throughout  the  United  States  (with  a  few 
exceptions)  of  administering  the  general  property  tax  is  to 
divide  the  State  into  tax  districts,  usually  comprising  a  city,  vil- 
lage, or  township ;   in  some  cases  a  county.     The  people  of  the 
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tax  district  choose,  usually  by  election  and  for  a  short  term,  the 
assessor.  He  is  not  required  or  expected  to  give  much  time  to 
his  work,  and,  in  most  cases,  he  is  paid  a  ridiculously  small  sum 
per  day  and  limited  to  a  few  days'  work  in  the  year.  Even 
when  his  district  is  large,  as  in  the  case  of  a  county  assessor,  or 
where  it  has  high  values  as  in  a  city,  it  is  seldom  that  the  assessor 
is  chosen  because  of  special  knowledge  or  study  of  assessment 
work,  or  that  he  is  paid  a  sufficient  salary  or  given  a  sufficiently 
long  tenure  to  justify  him  in  making  a  special  study  of  this  work. 
It  is  the  duty  of  this  assessor  to  value  the  real  estate  within  his 
district,  and  (according  to  the  law  of  his  State  in  regard  to  its 
situs)  to  value  either  such  tangible  personal  property  as  he  finds 
within  his  district,  or,  more  usually,  to  assess  each  inhabitant 
thereof  for  all  the  personal  property  that  he  may  own  wherever 
located. 

These  property  valuations  are  made  in  accordance  with  the 
judgment  of  the  assessor  as  to  the  actual  values  of  the  property 
with  which  he  deals.  When  he  has  completed  these  valuations, 
he  places  them  upon  an  assessment  roll  and,  unless  corrected, 
the  taxes  required  for  the  purposes  of  that  district,  and  those 
required  from  it  for  county  or  state  purposes,  will  be  appor- 
tioned among  the  inhabitants  or  the  owners  of  property  therein 
in  such  proportion  as  the  relation  which  the  valuations  made 
by  the  assessor  bear  to  each  other. 

Thus,  in  the  first  instance,  this  local  assessor  has  the  re- 
sponsibility, and  performs  the  work,  of  distributing  among  the 
inhabitants  or  property  o\vners  of  his  district,  in  accordance  with 
his  judgment  of  values,  a  tax  burden  which  represents  over 
three  quarters  of  the  contributions  of  the  people  for  all  public 
purposes,  and  which  in  the  total  aggregates  over  seven  hundred 
million  dollars. 

This  method  of  local  assessment,  as  generally  administered 
throughout  the  United  States,  is  practically  unchanged  since 
colonial  days.  When  property  values  were  low  and  the  total  tax 
burden  was  light,  and  the  residents  of  a  tax  district  knew  each 
other's  circumstances  and  were  known  also  to  the  assessor,  this 
system  no  doubt  resulted  in  a  reasonably  fair  distribution  of  the 
tax  burden. 

But  these  conditions  have  changed  in  all  respects.     Property 
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is  increasing  both  in  quantity  and  in  value.  Where  formerly, 
over  large  areas,  land  was  of  equal  value  per  acre,  it  now  varies 
even  in  rural  communities,  through  the  increased  demand  for 
the  better  land  and  the  growth  and  location  of  transportation 
facilities.  Many  districts  formerly  entirely  rural  now  contain 
villages  or  border  upon  a  city,  while  values  in  cities  are  measured 
by  feet  and  inches  and  reach  almost  incredible  amounts.  Im- 
provements on  land  are  increasing  in  value  and  diversity.  In 
the  majority  of  tax  districts  the  assessment  of  ordinary  real  estate 
presents  many  difficulties.  The  development  of  modern  in- 
dustry and  the  building  of  huge  factory  plants  with  complicated 
machinery,  the  development  of  railroads  and  other  transporta- 
tion lines,  and  of  local  public  service  corporations,  have  resulted 
in  the  creation  of  a  class  of  property  whose  value  can  only  be 
estimated  by  those  specially  familiar  with  it.  And  yet  the 
ordinary  local  assessor  is  expected  to  proceed  unaided,  without 
instruction  and  without  experience,  to  properly  apportion  the 
burden  of  taxation. 

In  the  matter  of  personal  property  assessments  the  condition 
is  far  worse.  In  most  States  the  law  requires  an  assessment  of 
each  inhabitant  of  the  tax  district  on  the  value  of  all  of  his 
personal  property,  except  certain  tangible  property  which  may 
be  permanently  outside  the  State.  This  local  assessment  of 
personal  property  has  broken  down  completely  under  modern 
conditions,  and  the  causes  of  the  failure  have  been  set  forth  by 
the  committee  which  reported  to  the  last  conference  on  this 
subject.  In  practice,  the  local  assessment  of  personal  property 
is  too  often  the  result  either  of  the  mere  estimate  of  the  assessor 
as  to  how  much  each  person  will  stand  without  too  vigorous 
a  protest,  or  of  a  positive  bargain  with  individual  citizens  re- 
garding the  amount  they  are  willing  to  pay. 


2.   Board  of  Review  and  Equalization 

Protection  against  unjust  or  arbitrary  assessment  by  the 
local  a.ssessor  has  been  attempted  by  the  establishment  of  boards 
of  review  or  of  equalization. 

The  function  of  boards  of  equalization  is  generally  to  attempt 
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to  secure  some  fairer  distribution  of  the  taxes  imposed  by  one 
district  upon  other  districts  than  would  be  obtained  if  those 
taxes  were  placed  entirely  upon  the  valuations  made  by  the 
local  assessor.  The  oldest  form  of  equalization  is  probably 
that  made  by  a  state  board  for  the  purpose  of  distributing  the 
burden  of  a  tax  for  state  purposes  among  the  local  districts. 
This  is  done  by  arbitrarily  changing  the  entire  value  placed 
upon  the  property  in  a  county  by  its  local  assessors.  Similarly 
county  equalization  exists  in  various  forms  whereby  the  total 
valuation  of  a  tax  district  is  arbitrarily  changed  so  as  to  make 
a  different  distribution  of  the  county  tax  between  the  districts 
comprising  the  county. 

Neither  of  these  methods  touch  the  inequalities  between 
individual  taxpayers  of  any  one  district.  To  correct  those  in- 
equalities boards  of  review  have  been  established  in  some 
localities  to  hear  appeals  of  individuals  from  the  valuations  made 
by  the  local  assessor  and  to  grant  reductions  if  thought  proper. 
These  boards  of  review  present  as  great  a  variety  of  organiza- 
tion and  powers  as  do  the  local  assessors  themselves  in  the 
methods  of  appointment  or  election,  jurisdiction,  and  powers  as 
applied  to  the  local  assessors. 

One  idea,  however,  runs  through  them  all,  namely,  that  on 
the  complaint  of  the  aggrieved  taxpayer  or  on  the  wider  knowl- 
edge of  the  actual  facts  possessed  by  the  members  of  the  board 
of  review,  the  actual  assessments  made  by  the  local  assessor  shall 
be  adjusted,  either  accurately  or  roughly  in  the  mass,  so  as  to 
provide  a  nearer  approach  to  equality  of  burden  among  the  tax- 
payers. Obviously  such  boards  of  review  can  deal  only  with 
a  comparatively  few  cases  or  else  they  would  really  be  making 
a  new  assessment.  The  vast  majority  of  taxpayers  must  of 
necessity  pay  without  alteration  whatever  share  of  the  tax 
burden  may  be  placed  upon  them  through  the  valuations  made 
by  the  local  assessor.  It  is  only  in  extreme  cases  of  individual 
injustice  that  appeals  are  profitable.  Most  people  have  not 
the  time,  or  the  means,  or  the  inclination,  to  do  more  than  com- 
plain to  the  local  assessor  himself.  And  even  if  individual  com- 
plaints to  him,  or  appeals  to  boards  of  review,  or  to  the  courts, 
give  a  specific  relief  to  the  individual,  they  will  have  little  or  no 
effect  upon  such  maladjustment  of  the  tax  burden  as  may  exist 
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through  unequal  valuations  of  the  property  of  those  who  do  not 
appeal. 

There  are,  as  a  rule,  three  boards  of  review  (though  not 
always  called  by  this  name) :  the  local  board  organized  in  the 
territorial  area  covered  by  the  local  assessor,  the  county  board, 
whose  jurisdiction  covers  the  county  and  which  is  intended  to 
preserve  equality  between  the  units  making  up  the  county,  and 
the  state  board,  acting  in  a  similar  capacity  for  the  whole  State 
and  dealing  with  the  counties  as  units. 

The  usual  method  is  to  have  the  local  board  of  review  com- 
posed of  the  local  assessors  when  there  is  more  than  one  assessor. 
This,  of  course,  has  the  obvious  disadvantage  of  making  them 
judges  of  their  own  work.  When  there  is  only  one  local  assessor, 
it  is  customary  to  join  with  him  in  the  local  board  of  review 
some  other  local  officials.  This  in  its  turn  has  the  obvious  dis- 
advantages of  placing  men  on  the  local  board  of  review  who 
have  made  no  special  study  of  values  and  also  of  introducing 
into  such  board  the  men  who  are  most  likely  to  be  influenced  by 
considerations  of  the  effect  of  their  action  on  their  own  election 
or  their  own  line  of  work.  As  a  result,  of  all  the  boards  of 
review  established  by  law,  the  local  board  of  review  has  gen- 
erally proved  to  be  the  most  unsatisfactory  and  has  done  the 
least  to  accomplish  the  object  of  its  establishment. 

The  county  board  of  review,  in  like  manner,  has  usually 
been  composed  of  men  elected  or  appointed  for  other  purposes 
and  who  have  had  imposed  upon  them  this  duty  of  equalization 
and  review  of  assessment,  simply  because  such  duty  has  to  be 
imposed  on  some  body,  and  the  group  selected  seemed  to  be  the 
least  objectionable  for  that  purpose.  It  is  difficult  to  see  how 
it  was  ever  possible  to  assume  that  the  important  work  of  equaliz- 
ing tax  burdens  could  be  satisfactorily  performed  by  men  un- 
familiar with  the  work  of  assessment,  and  whose  only  reason 
for  approaching  the  work  was  simply  compliance  with  the  manda- 
tory provisions  of  a  statute  which  required  them  at  stated  periods 
to  perform  a  stated  act.  The  performance  of  this  duty,  from 
the  very  outset,  degenerated  into  a  perfunctory  compliance  with 
the  letter,  rather  than  the  spirit,  of  the  statute,  or  if  that  were 
not  the  case,  into  an  attempt  to  twist  compliance  with  the 
vague  terms  of  the  statute  into  partisan  political  advantage. 
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The  State  Board  of  Equalization,  the  final  board  of  review, 
has  not  proved  much  more  satisfactory,  because  it  is  usually 
made  up  in  much  the  same  manner  as  the  county  board.  The 
only  thing  that  has  given  it  and  its  work  any  greater  respect  is 
the  fact  that  the  board  being  further  removed  from  the  actual 
assessments  has  been  freer  from  the  personal  influences  which 
tend  to  warp  the  judgment  and  the  action  of  the  local  boards 
and  the  county  boards. 


3.   Publicity  of  Assessments 

As  a  general  rule,  there  is  almost  no  attempt  to  advise  the 
taxpayer  of  the  assessment  that  is  about  to  be  made  against  him 
or  against  his  property.  And  in  like  manner  there  is  practically 
no  attempt  made  to  provide  him  with  any  means  of  studying 
and  comparing  the  results  of  the  assessments  that  have  been 
made. 

Everywhere  the  law  assumes  that  the  individual  taxpayer 
is  familiar  with  assessment  laws,  that  he  has  constantly  before 
his  mind  the  dates  involved  in  assessment  work,  that  he  knows 
the  local  assessors,  and  that  when  the  books  are  opened  for  in- 
spection, he  and  all  his  neighbors  will  flock  to  examine,  study, 
and  compare  the  results.  This,  of  course,  in  the  present  day 
and  generation,  whatever  it  may  have  been  in  past  time,  is  a  wild 
assumption  and  is  everywhere  at  variance  with  actual  facts. 
Hence  we  have  the  intense  annoyance  and  feeling  of  rankling 
injustice  on  the  part  of  the  taxpayer;  hence  the  abuse  of  the 
assessor  and  his  work  and  the  antagonism  which  he  meets  when 
he  should  have  assistance.  Hence  also  comes  the  feeling,  which 
is  so  prevalent,  that  taxation  is  a  hopeless  muddle,  that  nothing 
can  be  done  to  improve  it,  and  that  it  is  one  of  the  necessary 
evils  of  civilization  which  must  be  endured  or  evaded  by  any 
means,  good,  bad,  or  indifferent. 

SUGGESTIONS   FOR   IMPROVED    ADMINISTRATION 

This  can  be  but  a  preliminary  report.  The  subject  is  too 
vast  to  admit  of  more  than  a  few  tentative  suggestions  in  such 
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a  report  as  this.     Your  Committee  however  offers  the  following 
for  consideration. 


1.   As  to  the  Local  Assessor 

In  the  first  place,  the  local  assessor  must  be  relieved  from 
the  assessment  of  those  classes  of  property  which  require  expert 
knowledge  not  possessed  bj^  most  citizens.  This  has  been  done 
in  some  States  where  railroads  and  similar  public  service  cor- 
poration property  is  assessed  by  a  State  Board,  which  can  employ 
engineers  or  others  familiar  with  that  class  of  property,  and  is 
also  better  able  to  discover  and  assess  those  intangible  or  fran- 
chise values  which  do  not  attach  to  any  part  of  the  physical 
property,  but  add  to  the  value  of  such  property  considered  as 
a  whole.  Where  it  is  not  practicable  to  have  such  property 
assessed  by  a  central  board,  provision  should  be  made  for  sup- 
plying to  local  assessors  data  by  which  an  estimate  may  be 
made  of  values  of  unusual  classes  of  property,  such  as  mineral 
lands  or  quarries. 

Your  Committee  will  not  enter  into  details  in  regard  to 
methods  of  making  local  assessments.  In  the  matter  of  real 
estate,  another  committee  of  this  conference  reported  last  year 
on  the  subject  of  uniform  classification  of  real  estate,  and  was 
continued  for  the  purpose  of  preparing  suggestions  for  local 
assessment  work. 

In  the  matter  of  methods  of  personal  property  assessment, 
the  local  assessor  should  be  relieved  of  the  assessment  of  per- 
sonal property  or,  at  least,  from  the  assessment  of  all  except 
such  as  he  can  readily  find  and  value.  It  is  admitted  by  all 
investigators  of  the  subject  that  local  assessment  of  personal 
property  cannot  be  made  successfully.  It  is  not  within  the 
province  of  this  Committee  to  express  an  opinion  as  to  the  proper 
method  of  taxing  and  assessing  this  class  of  property.  Another 
committee  is  now  investigating  the  questions  of  substitutes  for 
the  personal  property  tax.  But  we  must  point  out  the  im- 
practicability of  improving  the  methods  of  local  administration 
so  long  as  this  property  is  assessed  under  the  general  property 
tax  system. 
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In  the  second  place,  the  position  of  an  assessor  should  be 
dignified  by  a  sufficient  tenure  and  salary  to  justify  him  in  giving 
full  and  complete  service.  It  is  not  to  be  expected  that  an  asses- 
sor who  is  paid  SI. 50  or  S2  a  day  and  limited  to  perhaps  sixty 
days  as  a  maximum,  which  is  the  custom  in  some  States,  will 
give  the  subject  of  valuations  and  methods  his  entire  time  and 
attention.  It  is  true  that  tax  districts  are  frequently  so  small 
that  they  do  not  warrant  a  large  increase  in  salary,  nor  would 
they  require  much  more  time  for  a  proper  assessment  than  the 
assessor  now  gives.  In  these  cases  such  districts  should  be  con- 
solidated where  practicable  so  that  they  will  be  sufficiently  large 
in  area  and  valuations  to  justify  the  employment  of  all  the  time 
of  a  competent  assessor. 

Where  practicable,  better  results  no  doubt  could  be  secured 
if  local  assessors  were  appointed  with  either  a  permanent  tenure 
or  a  longer  term  than  is  usual  under  the  elective  sj'stem.  This 
is  done  in  a  number  of  cities  where  a  board  or  commissioner, 
either  elected  or  appointed,  is  at  the  head  of  a  tax  department, 
but  the  actual  work  is  performed  by  subordinates  who  give  their 
entire  time  to  work  and  whose  tenure  is  secured  by  civil  service 
regulations. 

Where  it  is  not  practicable  to  secure  either  the  consolidation 
of  districts  or  the  appointment  of  assessors,  the  locally  elected 
assessor  should  be  paid  an  adequate  salary  for  the  work  which 
he  is  expected  to  perform  instead  of  the  ridiculous  sum  so  fre- 
quently given.  And  he  should  also  have  the  fullest  possible 
assistance  from  a  central  board  or  commission,  either  directly 
from  the  board  or,  in  States  which  have  township  assessments, 
through  the  intermediary  of  a  county  supervisor  of  assess- 
ments. 

In  those  States  where  the  assessment  district  is  a  county, 
the  area  is  usually  sufficient  to  employ  the  assessor  for  all  his 
time  and,  in  a  number  of  cases,  requires  that  he  shall  have 
assistants.  But  this  system  exists  in  comparatively  few 
States. 

In  some  of  our  States  assessments  of  property  are  made  by 
the  taxpaj'ers  themselves.  Each  individual  fills  out  a  return 
stating  the  amount  and  value  of  his  property  both  real  and  per- 
sonal, and  from  these  returns  the  assessing  official  compiles  a 
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list  upon  which  taxes  are  collected.  This  system,  or  rather  lack 
of  system,  can  hardly  be  termed  administration.  It  has  not  the 
first  essentials  of  an  assessment.  While  the  official  entering  the 
valuations  can  make  inquiries  and  change  the  total  of  property 
or  of  values  from  the  estimates  returned  to  him  by  the  indi- 
vidual, it  is  obvious  that  this  will  be  done  in  but  few  cases, 
since  it  involves  a  direct  questioning  of  the  veracity  of  the 
individual  making  the  return.  All  such  self-listing  systems 
should  be  abolished. 

We  deem  it  best  at  this  time  to  refrain  from  any  discussion  of 
the  subject  of  discipline  of  a  local  assessor.  The  question  of 
the  removal  of  a  local  assessor  opens  up  a  wide  field  of  discussion. 
So  does  the  question  of  the  power  of  a  higher  authority  to  order 
a  reassessment. 

The  Committee  also  passes  for  the  present  the  question  of 
the  advisability  of  having  all  assessments  for  local  taxes  made 
by  one  assessor.  In  many  states  school  taxes  and  other  local 
taxes  are  assessed  by  assessors  other  than  those  who  assess  for 
the  general  local  purposes.  Much  can  be  said  in  favor  of  con- 
solidating the  work  of  local  assessment  for  all  purposes  into  the 
hands  of  one  assessor.  We  have  however  confined  our  attention 
in  this  report  to  a  consideration  of  the  quality  of  the  work  of 
the  local  assessor,  and  have  not  attempted  a  consideration  of 
more  efficient  or  more  economical  administrative  machinery. 


2.   Boards  of  Review  and  Equalization 
a.   Local  Boards 

Local  boards  of  review,  whose  jurisdiction  is  coterminous 
with  the  local  assessment  district,  and  which  are  composed 
wholly  of  the  local  assessors,  should  be  abolished.  Your  Com- 
mittee does  not  mean  by  this  that  local  boards  of  rcvicAV  must 
necessarily  be  abolished  but  that,  if  they  are  to  be  continued, 
their  membership  should  be  changed. 

We  are  not  prepared  to  formulate  a  general  rule  on  this 
subject.  All  that  we  recommend  is  that  in  the  composition  of 
the  local  board  there  should  be  provision  for  one  or  more  mem- 
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bers  who,  if  possible,  should  be  men  having  some  knowledge  of 
values  and  who  are  in  a  position  to  resist  the  influences  which 
tend  to  induce  concessions  to  powerful  owners.  How  to  ac- 
complish that  is  a  serious  problem.  We  offer  as  a  suggestion 
the  possibility  of  providing  a  place  on  such  board  to  be  filled 
by  some  one  appointed  by  a  higher  administrative  authority, 
such,  for  example,  as  the  county  board  or  the  state  tax  com- 
mission or  the  state  board  of  equalization.  In  such  States 
as  have  a  county  assessor,  as  well  as  local  assessors,  the  county 
assessor  might  be  a  member  of  the  local  board  of  review. 

The  county  board  of  review  presents  the  same  difficulty  and 
we  can  only  recommend  that  in  a  similar  way  provision  should 
be  made  for  a  place  upon  such  board  for  some  one  appointed 
by  higher  authority  and  thus  free  from  local  influence  and 
prejudice. 

The  State  Board  should  be  composed  of  men  giving  their 
entire  time  and  attention  to  the  work. 


6.   State  Supervisory  Boards 

An  increasing  number  of  States  are  establishing  state  tax 
boards  or  commissioners  with  the  duty  of  supervising  local  assess- 
ment work.  Sometimes  this  supervision  is  merely  advisory,  and 
the  powers  of  such  commissioners  are  confined  to  giving  good 
advice  to  such  local  assessors  as  are  inclined  to  listen.  This  is 
a  step  in  advance,  but  a  small  one.  In  other  States,  the  powers 
of  the  board  extend  to  ordering  a  reassessment  of  all  the  prop- 
erty in  a  district  and  the  making  of  a  new  assessment  roll,  upon 
evidence  of  gross  inequalities.  In  one  State  at  least  the  State 
Board  has  the  authority,  upon  appeal  or  upon  its  own  motion, 
to  correct  the  individual  assessments  in  any  tax  district.  Neces- 
sarily, as  in  the  case  of  appeals  to  local  boards,  this  power  can 
be  exercised  but  rarely.  If  it  was  exercised  frequently,  such  a 
board  might  as  well  be  charged  with  the  duty  of  making  or  direct- 
ing the  original  assessments. 

The  existence  of  these  powers  is  a  stimulus  to  local  assessors 
to  be  more  careful  and  diligent  in  their  work.  But  the  greatest 
benefit  from  such  centralized  supervision  is  in  preventing  unequal 
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assessments  through  proper  instruction  of  local  assessors  and  the 
installation  of  correct  assessment  methods,  rather  than  in  at- 
tempts to  correct  the  errors  after  they  are  made. 

In  the  States  where  assessments  are  now,  and  are  likely  to 
be  for  some  time  to  come,  made  by  an  assessor  elected  for  a 
small  district  like  a  township  or  village,  whose  pay  is  small  and 
who  will  not  and  cannot  be  expected  to  give  much  time  to  his 
work,  much  can  be  done  if  some  central  authority  is  empowered 
to  give  advice  and  actual  help  to  these  local  assessors.  This  can 
be  done  either  through  traveling  agents,  or,  preferably,  through 
district  or  county  supervisors,  who  on  the  one  hand  shall  be  re- 
sponsible to  the  State  Board  for  the  general  results  in  the  dis- 
trict which  they  supervise,  and,  on  the  other  hand,  will  be  looked 
upon  by  the  local  assessors  as  part  of  a  local  administrative 
system  rather  than  as  agents  of  a  central  power. 

An  important  function  of  such  supervisory  boards  is  the 
collection  and  publication  of  statistics  relating  to  the  assessment 
and  collection  of  taxes  in  the  various  local  subdivisions.  Such 
compilations  are  essential  to  enable  proper  comparisons  to  be 
made  of  the  efficiency  of  local  administration. 


3.   Publicity 

A  further  aid  to  the  improvement  of  local  assessment  work 
is  to  secure  the  fullest  possible  publicity  for  the  results.  This 
can  be  accomplished  in  various  ways,  depending  somewhat  upon 
the  character  of  the  tax  district.  In  any  event,  assessment  rolls 
should  be  open  to  public  inspection  without  hindrance  for  the 
longest  possible  period  of  time  both  before  and  after  the  con- 
firmation of  the  assessment  roll.  In  some  manner  notice  of  the 
impending  assessment  should  be  given  personally  to  the  tax- 
payer, and  an  invitation  be  extended  him  to  come  and  inspect 
the  rolls  and  make  comparisons  with  his  neighbor's  assessments. 
Where  changes  in  value  are  frequent,  as  in  cities,  and  the  indi- 
vidual resident  is  not  personally  familiar  with  the  size  and  value 
of  property  holdings,  the  assessment  lists  may  be  printed  at 
varying  intervals  and  distributed  in  pamphlet  form. 

The  greatest  aid  to  publicity,  however,  will  be  found  in  the 
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preparation  and  use  of  assessment  maps,  because  the  use  of  such 
maps  will  assist  the  assessors  to  better  work,  and  will  more  than 
anything  else  enable  a  taxpayer  to  study  and  compare  his  assess- 
ment with  his  neighbors.  It  is  the  difficulty  that  now  attends 
such  comparison  which  creates  most  of  the  feeling  of  injustice 
and  antagonism.  The  objection  to  paying  taxes  is  greatly 
minimized  when  each  taxpayer  feels  that  his  neighbors  are 
subjected  to  the  same  burden,  equitably  distributed. 


Conclusion 

Your  Committee  has  merely  suggested  some  of  the  remedies 
for  the  defects  in  the  administration  of  the  general  property  tax. 
We  do  not  feel  justified  in  making  any  positive  selection  out  of 
these  various  methods.  Some  of  the  changes  proposed  could  not 
be  adopted  by  some  states  because  of  existing  constitutional  re- 
strictions. Other  changes  would  not  be  adopted  because  of  local 
conditions,  or  would  have  to  be  modified  so  as  to  coordinate 
with  the  administration  of  other  departmental  functions.  We 
sum  up  the  result  of  our  consideration  of  this  subject  as  fol- 
lows: 

First,  that  the  present  administration  of  the  general  prop- 
erty tax,  from  which  75  per  cent  of  state  and  local  revenue  is 
derived,  is  unsystematic,  antiquated,  and  unequal. 

Second,  that  substantial  improvement  can  be  secured  only 
by  improving  the  ordinary  local  assessment  work. 

Third,  that  this  can  best  be  done  by  such  readjustment  of 
local  assessment  systems  as  will  insure  to  local  assessors  better 
pay  for  their  work. 

Fourth,  that  where  practicable  local  assessment  districts 
should  be  made  sufficiently  large  to  justify  the  employment  of 
the  whole  time  of  a  competent  assessor. 

Fifth,  that  a  central  supervisory  board  which  will  furnish 
advice  and  help  to  local  assessors  either  directly  or  through  a 
district  supervisor,  can  secure  great  improvement  in  the  original 
assessment  work  and  minimize  inequalities. 

Sixth,  that  full  publicity  of  assessment  matters,  both  of 
the    details    of    local    assessment    rolls    and   by    comparative 
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statistics  issued   by  the    central   supervisory  body,  will   also 
help  to  improve  local  administration. 
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Chairman  State  Tax  Commission, 
Topeka,  Kan. 
George  Pottle, 

Former  Chairman  State  Board  of 
Assessors,  Lewiston,  Me. 
Frank  B.  Jess, 

President  State  Board  of  Equaliza- 
tion, Trenton,  N.J. 
E.  E.  Woodbury, 

Chairman    State    Board    of    Tax 
Commissioners,  Albany,  N.Y. 
William  B.  Poland, 

Former  Chairman  Ohio  Tax  Com- 
mission, Cincinnati,  0. 
Charles  V.  Galloway, 

Member  State  Board  of  Tax  Com- 
missioners, Salem,  Ore. 
George  Curtis,  Jr., 

Former  Member  State  Tax  Com- 
mission, Madison,  Wis. 
E.  L.  Heydecker, 

Assistant  Tax  Commissioner,  City 
of  New  York. 
Committee  on  the  Administration  of  Tax  Laws. 


COMMITTEE   ON  MANUFACTURING  CORPO- 
RATIONS 

Lieutenant  Governor  Z.  W.  Bliss  (Rhode  Island) : 
Chairman  of  the  Committee  on  Taxation  of  Manufacturing 
Corporations,  said : 

With  the  advice  and  consent  of  the  Committee,  I  ask  for  more 
time  on  this  report.  The  geographical  distribution  of  this 
Committee  is  such  that  it  was  impossible  for  us  to  meet,  so  we 
tried  to  formulate  a  report  without  getting  together  until  just 
before  the  Conference  met.  Mr.  Heydecker,  of  the  Committee, 
drafted  a  provisional  report,  which  was  submitted  to  all  of  the 
members.  There  was  a  great  deal  of  correspondence  back  and 
forth  between  the  members,  and  we  supposed  we  had  a  report 
which  we  could  present  to  the  conference  with  unanimous  agree- 
ment ;  but  when  the  majority  of  us  got  here  and  got  together 
certain  difficulties  developed,  some  serious  and  some  not  quite 
so  serious,  but  running  through  many  different  phases  of  the 
subject  to  be  considered.  Three  of  the  members  being  absent, 
and  we  finding  it  necessary  to  make  certain  more  or  less  positive 
changes  in  the  report,  and  having  no  way  to  get  the  opinion  of 
the  other  members  of  the  Committee  on  these  changes,  it  was 
decided  by  the  members  of  the  Committee  present  to  ask  for 
more  time,  and  also,  if  it  might  be  done,  to  suggest  the  advisa- 
bility of  increasing  the  size  of  the  Committee. 

Chairman  Foote  :  If  there  is  no  objection  the  Committee 
will  be  continued  and  increased  as  requested. 
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[This  session  of  the  Conference  was  set  apart  for  an  informal 
discussion  under  the  direction  of  the  tax  officials  present.  At 
the  Milwaukee  meeting  last  year  Judge  Oscar  Leser,  of  the 
Appeal  Tax  Court  of  Baltimore,  Maryland,  was  requested  to 
prepare  a  list  of  topics  for  this  session  over  which  he  presided.] 

Chairman  Leser  :  At  the  Milwaukee  meeting  last  year  an 
experiment  was  instituted  of  setting  aside  a  session  for  a  so- 
called  "  round  table  "  discussion  on  matters  which  primarily 
concerned  the  administration  of  tax  laws.  At  that  meeting  no 
formal  program  had  been  prepared,  but  it  soon  became  evident 
that  there  was  not  a  dearth  of  material,  and  the  discussion 
took  a  wide  and  interesting  range.  It  was  resolved  that  the 
"  round  table"  should  become  a  permanent  feature  of  our  con- 
ferences. Some  suggestions  for  subjects  were  sent  in  by  mem- 
bers of  the  association,  and  as  far  as  possible  they  will  be  used, 
but  some  of  the  subjects  sent  in,  and  indeed  some  of  the  subjects 
prepared  by  myself,  will  probably  not  be  suitable  for  discussion 
because  they  either  have  been  covered  by  Committee  reports  or 
more  properly  come  under  the  specific  discussion  of  Committee 
recommendations. 

Qualifications  of  Assessors 

It  might  be  well  to  set  the  ball  rolling  by  inviting  discussion 
of  the  very  practical  subject  of  the  election  or  appointment  of 
assessors,  and  their  qualifications.  Should  assessors  be  elected 
or  appointed?  If  elected,  how  and  for  what  territory  should 
they  be  elected? 

If  appointed,  by  whom  should  they  be  appointed?  Shall 
the  appointment  be  made  under  the  merit  system  ?    By  a  tax 
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board,  or  by  the  Mayor  of  the  city,  or  supervisors  of  the  county, 
or  by  the  Tax  Commission,  or  otherwise  ?  Shall  terms  be  during 
good  behavior,  or  for  limited  periods  ?  If  so,  for  what  period  ? 
Should  the  system  be  such  as  to  provide  continuous  employ- 
ment? The  advantages  and  disadvantages  of  the  temporary 
assessor  and  the  compensation  to  be  paid,  what  compensation 
should  be  paid,  and  how  it  should  be  limited.  The  grading  of 
the  assessors  with  different  rates  of  pay  or  different  grades  and 
its  effect  on  promotion  and  efficiency.  The  advantages  and 
disadvantages  of  paying  assessors  on  the  commission  plan. 
Should  supervision  over  the  assessment  be  lodged  in  a  State 
Board  ?  Should  this  carry  with  it  power  to  reassess  ?  I  simply 
throw  these  queries  out  to  suggest  what  might  be  touched  on 
in  a  discussion.  Some  one  from  a  State  where  assessors  are 
elected  ought  to  be  able  to  give  us  some  light  on  the  general 
subject  as  to  whether  assessors  should  be  elected. 

Mr.  J.  E.  CusHMAN  (Vermont) :  The  local  assessment  in  our 
State  has  always  been  made  by  a  local  board  (the  official  being 
termed  a  lister),  and  they  have  always  been  elected  by  the 
town,  which  is  our  unit  of  internal  government.  The  number 
prescribed  by  statute  is  not  less  than  three ;  there  may  be  four 
or  five  if  the  town  so  votes.  Most  of  the  towns  have  elected 
three.  They  are  elected  for  one,  two,  and  three  years  to  start 
with.  That  makes  one  serve  three  years,  one  two,  and  one  one 
year,  and  then  three  years  for  the  others  elected  so  that  one  goes 
out  every  year.  The  rate  of  pay  is  fixed  by  the  town.  In  some 
of  the  small  towns  it  is  a  dollar  and  a  half,  but  it  runs  up  to  five 
dollars.  They  make  a  quadrennial  appraisal  of  real  estate  and 
make  up  an  "abstract  "  of  real  and  personal  property  annually. 
Incase  the  value  has  increased  materially  on  account  of  improve- 
ments, or  developments  of  quarrying  or  mining  rights,  or  has 
been  decreased  materially  on  account  of  fire,  flood,  or  other 
accident,  they  may  increase  or  decrease  the  quadrennial  ap- 
praisement according  to  facts. 

Every  fourth  year  the  listers  make  a  new  appraisal  of  all 
real  estate.  Notices  are  then  sent  out  to  each  individual  show- 
ing any  increase  in  his  appraisement.  He  has  an  opportunity 
to  examine  what  we  call  the  abstract,  and  if  he  is  dissatisfied, 
he  appears  before  the  listers  and  asks  them  to  modify  their 
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appraisement.  If  they  fail  to  modify  the  appraisement,  then 
he  may  appeal  to  the  Board  of  Civil  Authority.  That  board 
is  composed  of  the  clerk  of  the  town,  the  selectmen  that  are  the 
executive  officers  of  the  town,  and  all  the  justices  of  the  peace 
residing  within  the  town,  but  every  lister  is  disqualified  as  a 
member  of  that  board,  and  the  agent  of  the  town  who  defends 
suits  is  also  disqualified.  If  the  taxpayer  is  still  dissatisfied 
after  this  hearing,  he  then  goes  to  the  County  Board  of  Ap- 
praisers. 

That  board  is  appointed  by  the  Tax  Commission  with  the 
approval  of  the  Governor,  and  is  composed  of  three  taxpayers 
in  the  county.  Their  decision  is  final.  They  are  made  up  from 
the  several  towns  with  the  view  of  getting  people  who  are  en- 
tirely impartial  and  disinterested.  This  quadrennial  appraisal 
stands  for  the  next  four  annual  assessments  unless  modified  on 
account  of  improvements  or  material  depreciation  in  values. 
Personal  property  is  assessed  annually.  The  same  method  of 
hearings  applied  to  the  annual  "  abstract,"  only  the  time  for 
notice  is  shorter. 

I  have  been  particularly  gratified  to  find  such  a  universal 
sentiment  here  in  favor  of  better  administration.  I  heartily 
agree  with  the  expression  of  one  speaker,  that  we  get  better 
results  by  the  good  administration  of  a  poor  law,  than  we  get 
from  a  poor  administration  of  a  good  law.  I  think  that  all 
of  us  realize  that  there  are  in  our  laws  many  things  which  ought 
to  be  omitted.  Our  experience  in  Vermont  is  somewhat  hope- 
ful. We  have  a  good  many  small  communities  in  the  moun- 
tainous districts  of  the  State.  Some  of  those  towns  are  laid  out 
six  miles  square,  and  in  some  instances  there  are  less  than  thirty 
voters  in  the  town.  The  lands  are  owned,  in  some  cases,  by 
large  interests,  like  the  International  Paper  Company,  and  it  is 
pretty  difficult  in  such  towns  to  get  the  right  class  of  men  to  serve 
as  listers,  and  on  the  other  hand  there  are  a  good  many  of  those 
men  even  in  small  towns  who  render  very  efficient  service.  Of 
course  the  larger  the  town  the  better  the  material  to  select  from. 

This  year  the  Legislature  imposed  upon  the  tax  commissioners 
the  duty  of  instructing  the  listers  in  their  duties  and  the  making 
up  of  the  grand  list,  and  things  pertaining  to  their  office.  We 
have  about  750  listers  in  our  State.     We  held  twelve  meetings 
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in  different  parts  of  the  State.  The  law  makes  it  compulsory 
upon  the  lister  to  attend.  He  draws  the  same  per  diem  as  for 
his  work,  and  his  expenses,  so  that  we  got  out  practically  every 
lister  in  the  State  at  these  twelve  meetings. 

We  found  a  good  many  men  coming  there  as  listers  who  had 
within  the  last  six  or  eight  years  represented  their  town  in  the 
general  assembly.  These  men  are  certainly  representative  men, 
and  they  are  entirely  willing  to  do  their  duty  if  they  know  it.  The 
trouble  has  been  in  their  failure  to  comprehend  the  law.  I  felt 
justified  in  saying  to  them  that  they  were  a  part  of  the  taxing 
system,  they  belonged  to  the  tax  department  just  as  much  as 
the  speaker  belonged  to  the  department,  and  upon  the  good 
work  performed  by  the  listers  depended  the  success  of  the  new 
law.  I  have  yet  to  find  any  evidence  of  dereliction  of  duty  on 
the  part  of  any  one  of  the  750  listers.  A  great  many  of  them 
have  proven  themselves  eminently  fit  for  the  position. 

In  a  little  State  like  ours  I  think  it  would  be  impracticable  to 
try  to  discard  our  system  of  election.  I  think  that  we  must,  by 
force  of  circumstances,  continue  it.  Wherever  I  have  had  an 
opportunity  to  exercise  any  influence  I  have  asked  the  voters 
in  the  several  towns  to  elect  their  best  men,  and  to  elect  men 
that  have  had  some  experience  and  ability  along  the  line  of 
work  required. 

Judge  Leser  :  How  much  time  do  they  devote  to  the  work  ? 

Mr.  Cushman  :  The  law  requires  them  to  complete  their 
abstract,  which  is  the  grand  list  book  in  its  immature  form,  on 
or  before  the  twenty-fifth  day  of  April.  They  begin  on  the  first 
day  of  April  in  towns  less  than  a  thousand  population  and  begin 
five  days  earlier  for  each  additional  thousand.  In  the  small 
towns  they  have  ample  time. 

Judge  Leser  :  Has  the  county  board  any  power  to  increase 
assessments  as  Avell  as  decrease  them  ? 

Mr.  Cushman  :  A  law  was  passed  last  year  giving  the  town 
agent  authority  to  appeal  on  behalf  of  the  town. 

Judge  Leser  :  Is  the  state  tax  based  on  the  local  assessment  ? 

Mr.  Cushman  :  No,  there  is  no  part  of  our  state  expense  paid 
by  local  assessment.  We  have  two  so-callod  state  taxes.  One  a 
state  school  tax  of  eiglit  per  cent  on  the  grand  list,  which  is  col- 
lected by  the  town,  and  a  statement  rendered  to  the  state  treas- 
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urer ;  and  one  five  per  cent  state  highway  tax.  Both  of  these 
funds  are  distributed  back  to  the  town  according  to  rules  laid 
down  by  the  legislature,  the  road  tax  being  distributed  according 
to  the  miles  of  road  in  the  town,  and  the  school  tax  being  dis- 
tributed according  to  the  number  of  schools  maintained. 

Judge  Leser  :  But  the  underassessment  of  property  in  any 
locality  would  1  iid  to  reduce  the  amount  of  tax  contributed  by 
the  county  to  the  State  ? 

Mr.  Cushman  :  Yes,  to  the  extent  of  thirteen  per  cent  of  the 
grand  list. 

Judge  Leser  :  Would  in  your  judgment  an  elected  assessor 
be  more  likely  to  cater  to  the  neighborhood  in  appraisements 
than  an  appointed  assessor  ? 

Mr.  Cushman  :  Yes,  there  is  no  question  about  that. 

Professor  John  E.  Brindley  (Iowa) :  Where  is  your  final 
power  lodged  in  equalizing  real  estate  assessments  as  between 
individuals  ?    Is  it  lodged  in  the  county  board  of  appraisers  ? 

Mr.  Cushman  :  We  have  no  board  of  equalization.  There 
are  two  boards  to  which  you  can  carry  an  appeal;  first  is  the 
Board  of  Civil  Authority  I  have  described,  consisting  of  the 
selectmen  and  the  town  clerk  and  the  justices  of  the  peace,  and 
the  second  board  is  the  county  board.  The  town  agent  looks 
over  the  abstract,  and  if  he  beheves  the  property  is  assessed  too 
low,  he  takes  an  appeal.  If  an  individual  thinks  his  property  is 
assessed  too  high,  he  takes  an  appeal. 

Judge  Leser:  In  other  words,  the  appeals  are  simply  on 
specific  cases  one  way  or  the  other  ? 

Mr.  Cushman  :  That  is  all. 

Boards  of  Appeal 

Professor  J.  E.  Brindley  (Iowa) :  A  question  which  interests 
our  temporary  tax  commission  very  much  at  present  is :  where 
should  the  final  power  to  equalize  assessments  between  individual 
property  owners  be  lodged  ?  Should  it  be  lodged  in  the  county 
board,  or  should  it  be  lodged  in  a  permanent  tax  commission, 
and  if  so,  under  what  restrictions  and  hmitations  ?  In  our  State 
we  have  three  boards  of  equalization,  first  the  town  or  city 
board,  as  the  case  may  be,  which  alone  has  the  power  to  equalize 
2c 
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assessments  between  individual  property  owners.  There  is,  of 
course,  an  appeal  to  the  courts.  The  second  board  is  the  county- 
board  of  supervisors,  which  has  power  merely  to  equalize  the 
aggregate  valuation  as  between  the  local  districts  of  the  county. 
And  the  third  board  is  the  Executive  Council,  or  State  Board  of 
Equalization,  which  has  the  power  merely  to  equalize  the  aggre- 
gate values  of  the  respective  counties. 

Mr.  Thomas  A.  Parish  (Washington) :  We  have  heard  a 
good  deal  during  the  several  sessions  of  what  New  York  was 
doing,  and  I  believe  that  we  could  get  a  good  deal  of  meat  in 
the  short  time  that  we  have  at  our  disposal  if  Mr.  Purdy  will 
give  a  synopsis  of  the  way  they  do  business  in  New  York. 

Mr.  Lawson  Purdy  (New  York) :  We  have  had  a  certain 
experience  in  the  city  of  New  York  which  is  different  from  the 
experience  in  other  parts  of  the  State.  I  have  been  five  years 
one  of  seven  commissioners,  and  named  in  my  appointment  as 
president  of  the  board,  having  as  such  no  additional  power  over 
my  associate  commissioners,  being  merely  their  Chairman  or 
presiding  officer.  That  Board  performs  two  functions.  It  is 
the  executive  head  of  the  department  of  assessments  of  the  city 
of  New  York.  When  that  work  has  been  done  and  the  assess- 
ments made,  the  board,  which  has  not,  as  a  rule,  made  any  assess- 
ments of  its  own  motion,  hears  applications  made  by  taxpayers 
for  the  reduction  of  assessments,  and  acts  as  a  board  of  review. 
From  our  decision  there  is  an  appeal  only  to  the  courts. 

A  distinctive  thing  about  our  procedure  which  appeals  to  me 
as  wise  is  that  the  executive  board  also  acts  as  a  reviewing  board. 
If  we  had  some  strange  board  hearing  appeals  for  reductions  of 
assessments,  the  chances  are  that  they  would  mangle  our  assess- 
ment rolls  out  of  all  recognition.  On  the  other  hand,  when  we 
deal  with  our  own  assessment,  we  use  great  care  on  appeals  not 
to  make  assessments  of  particular  property  out  of  harmony 
with  assessments  of  other  property  in  the  neighborhood.  That 
works  two  ways.  It  works  adversely  to  the  particular  taxpayer 
perhaps  for  one  year  when  he  complains  of  an  assessment,  and 
we  find  on  examination  that  the  particular  assessment  and  all 
other  assessments  of  that  block  and  noighl)()ring  blocks  are  all 
harmonious,  but  perhaps  a  little  excessive.  If  that  excess  is  very 
small,  the  chances  are  that  we  will  not  make  any  reduction,  be- 
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cause  if  we  should  make  a  reduction,  we  would  feel  it  incumbent 
upon  us  to  reduce  all  the  assessments  in  that  territory  to  make 
them  harmonious.  Sometimes  it  works  to  the  advantage  even  of 
those  who  may  not  appeal  in  that  we  make  reductions  through- 
out a  district. 

Perhaps  we  get  several  complaints  in  a  territory  covering  a  half 
mile  square.  We  are  satisfied  perhaps  that  the  land  values  are 
too  high  in  that  territory.  By  the  system  that  we  now  use  it  is 
not  diflficult  for  our  Board  to  reduce  the  land  values  covering 
quite  a  large  area.  We  do  not  like  to  do  it,  because  in  the  com- 
paratively short  time  at  hand  it  is  hard  for  the  man  who  makes 
the  assessment  to  get  them  all  corrected  by  the  time  that  the 
roll  must  be  completed  and  verified.  But  we  do  it.  Upon  one, 
two,  three,  or  a  dozen  applications,  being  convinced  that  values 
are  too  high  in  this  territory,  we  can  say  this  ought  not  to  be 
one  thousand  dollars  a  foot  front  on  this  street,  but  eight  hun- 
dred dollars  a  foot  front.  We  mark  that  on  the  map.  This 
street  shall  not  be  nine  hundred  dollars,  but  seven  hundred  dol- 
lars. This  one  should  not  be  seven  hundred,  but  six  hundred, 
perhaps.  We  may  make  a  reduction  covering  quite  a  large 
territory,  and  do  it  verj-  quickly  if  we  think  the  fault  lies  in  an 
overassessment  of  land.  The  board  will  not  be  obliged  to  go  over 
every  parcel.  That  is  something  we  could  not  do  within  the 
time  at  our  disposal.  We  need  only  give  instructions  to  reduce 
the  "units"  and  the  rest  is  merely  clerical  work. 

We  have  two  months  within  which  to  act  upon  applications 
to  reduce  assessments  on  real  property.  These  applications,  after 
being  recorded,  are  sent  to  the  various  men  who  made  the  assess- 
ment for  a  reexamination  of  the  property,  and  they  report  in 
regard  to  it,  reporting  their  unit  of  land  value  for  the  streets,  so 
many  dollars  a  front  foot,  their  factors  of  value  for  buildings, 
say  four  dollars  a  square  foot,  or  two  dollars,  or  a  dollar  and  a 
half  a  square  foot,  as  the  case  may  be,  ^vith  other  remarks  that 
seem  important.  Sometimes  they  say  this  building  is  one  of  a 
number  all  assessed  at  two  dollars  a  foot,  the  land  is  assessed  at 
so  much,  say  eight  hundred  dollars  a  foot.  Two  lots  of  the  block 
have  been  sold  within  the  last  year  on  such  dates  for  so  much 
money,  together  with  the  assessment  made  the  last  year,  and 
so  on.     Then  these  applications  come  to  us  in  an  orderly  way ; 
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we  take  all  applications  for  one  district,  and  all  for  another,  and 
we  act  on  them. 

The  second  advantage  of  this  executive  board  being  a  review- 
ing board  is  that  by  doing  this  review  work  our  attention  is 
called  to  inferior  work.  We  find  that  one  man  is  an  optimist 
about  values,  and  he  is  perhaps  a  little  irrepressible.  He  has  a 
tendency  to  go  too  high,  and  it  may  be  wise  next  year  to  put 
him  in  a  district  that  we  find  has  been  assessed  by  a  pessimistic 
assessor,  and  perhaps  we  take  the  man  who  has  a  constitutional 
tendency  to  be  a  bear  on  values  and  put  him  over  in  the  district 
that  was  too  high.  That  does  not  happen  often  because  the 
disposition  of  the  board  has  been  to  keep  men  in  the  same  dis- 
trict in  order  that  they  might  know  it  thoroughly,  but  once  in  a 
while  a  little  shakeup  is  good  for  them  along  the  lines  I  have  indi- 
cated. 

We  get  a  knowledge  in  hearing  complaints  that  leads  to  our 
issuing  proper  instructions  to  the  assessors  for  the  following 
year.  We  try  not  to  disturb  our  assessment  rolls.  We  keep 
them  harmonious,  and  we  are  able  to  redress  grievances  the  next 
year  through  proper  instructions.  Having  the  executive  board 
also  the  reviewing  board  gives  great  advantages  over  bringing 
in  people  who  don't  know  anything  about  the  work  to  muss  up 
your  books. 

The  men  who  make  the  assessments  are  appointed  from  civil 
service  lists  made  up  from  results  of  competitive  examinations. 
I  am  quite  alive  to  the  defects  of  the  merit  system  for  the  civil 
service,  but  if  we  did  not  have  the  merit  system,  the  pressure  upon 
the  board  for  those  places  would  be  dreadful.  As  it  is,  a  man  is 
appointed  at  $2400  a  year.  He  may  in  time  reach  four  or  five 
thousand,  and  his  tenure  is  secure  so  long  as  he  does  his  work 
properly.  There  is  no  danger  of  being  put  out,  and  he  can  have 
increases  of  salary,  but  for  serious  dereliction  of  duty  there  is  no 
difficulty  about  discharging  him. 

This  year  we  made  a  very  strong  effort  to  reach  actual 
value.  Prior  to  1903  the  city  of  New  York  was  on  about 
a  sixty  per  cent  basis,  and  there  were  very  great  variations. 
In  that  year  they  tried  to  reach  full  valuation.  There  has 
been  an  honest  effort  ever  since  then  to  assess  to  full 
value.     In  1907  we  had  a  very  depressed  condition  of  things, 
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and  the  1908  assessments  were  practically  made  before 
the  panic  struck  us,  so  that  held  dowTi  our  values  a  couple 
of  years.  We  increased  our  real  estate  assessment  this  year 
about  eight  hundred  millions  of  dollars.  A  tabulation  of  all 
the  sales  that  were  made  for  about  the  first  three  months  of 
the  year  showed  that  in  Brooklyn  our  assessments  were  just  about 
a  hundred  per  cent  of  the  average  recorded  consideration,  and 
very  nearly  the  same  in  Manhattan.  In  Queens  and  in  Rich- 
mond the  sales  are  very  misleading,  and  we  cannot  be  guided 
much  by  them,  because  they  have  those  little  lot  developments 
out  there  and  they  sell  on  the  installment  plan,  with  a  life  insur- 
ance policy  thrown  in. 

We  have  a  lot  of  trouble  from  the  fact  that  we  have  to  ferret 
out  the  actual  consideration.  Only  about  five  per  cent  of  the 
deeds  in  the  first  three  months  of  this  year  contain  true  considera- 
tions. Generally  these  deeds  are  made  by  trustees.  We  have 
tried  for  several  years  to  get  a  law  requiring  the  true  considera- 
tion for  all  sales  of  real  estate  to  be  filed  with  the  tax  depart- 
ment, and  hope  to  get  that  law.  We  need  it  in  our  business,  and 
I  think  all  assessors  need  it.  That  was  the  judgment  of  the 
Utica  Tax  Conference.  The  men  who  do  the  work  in  the  field 
get  a  good  many  more  actual  considerations,  because  it  is  their 
duty  to  get  acquainted  with  all  the  people  in  their  territory,  and 
they  get  inside  information  of  a  great  many  cases  that  are  not 
supposed  to  leak  out. 

Judge  Leser  :  Have  you  the  power  in  New  York  to  increase 
assessments  when  you  may  find  they  are  too  low  ? 

Mr.  Purdy  :  We  have  power  to  increase  the  assessments 
after  the  tax  day  upon  serving  personal  notice  upon  the  owner 
of  the  property.  Our  books  are  open  for  public  inspection  on  a 
certain  date,  now  October  1.  That  is  notice  that  the  assess- 
ments are  fixed  at  a  certain  figure,  but  we  make  hardly  any  in- 
crease except  in  cases  where  clerical  errors  may  have  been  made, 
or  accidents  have  happened,  or  the  man  whose  duty  it  was  to 
assess  the  territory  has  found  it  out  himself. 

Judge  Leser  :  It  may  be  interesting  to  say  that  the  plan 
followed  in  New  York  is  exactly  the  plan  followed  in  Baltimore. 
There  the  board  having  charge  of  the  assessments  also  acts  as 
reviewing  board,  and  although  propositions  have  been  made  by 
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theoretical  persons  to  separate  the  functions,  there  never  has 
been  any  attempt  made  or  any  demand  for  it,  and  we  think  it 
would  be  a  great  mistake  to  do  it.  We  have  in  addition  a  very 
prompt,  cheap,  and  expeditious  method  of  appeal  to  the  Court 
by  any  aggrieved  taxpayer,  with  the  corresponding  right  of  the 
city  to  appeal  from  any  assessment  that  is  too  low ;  but  the  pre- 
liminaries are  such  that  the  assessing  board  has  in  its  possession 
a  great  deal  of  information  that  the  assessors  did  not  have  when 
they  made  their  assessment,  because  preliminary  notices  are 
served  upon  all  owners  of  property,  with  printed  interrogatories 
asking  for  the  price  paid  for  the  property,  the  amount  of  rental, 
the  amount  expended  in  improving  it,  the  amount  of  encum- 
brances, and  other  questions  like  that,  the  result  of  which  is 
that  the  Court  gets  information  which  results  in  increasing  the 
assessment,  and  it  is  not  unusual  at  all  for  dozens  of  assessments 
to  be  increased,  because  it  is  considered  to  be  the  function  of  the 
Board  to  arrive  at  a  just  conclusion  by  the  use  of  all  possible 
information  available.  If  the  assessor  has  not  had  information 
which  the  Board  has,  then  the  Board  goes  ahead  on  information 
it  is  able  to  get. 

Mr.  a.  C.  Ripley  (Iowa) :  I  would  like  to  ask  Mr.  Purdy 
whether  the  method  outlined  by  him  for  New  York  City  is  the 
one  used  throughout  the  State  generally  ? 

Mr.  Purdy  :  I  cannot  say  that,  but  the  general  theory  runs 
through  the  law  in  New  York  of  having  the  man  who  was  re- 
sponsible in  some  way  for  the  assessment  act  either  by  himself 
or  with  others,  who  are  also  responsible,  as  a  reviewing  board. 
We  have  three  or  four  cities  where  there  is  only  one  assessor, 
and  I  think  they  generally  have  more  than  one  man  on  the 
Board ;  he  cannot  act  all  by  himself,  but  two  other  city  officers 
join  with  him  to  act  as  the  Board  of  Review.  He  has  the  advan- 
tage of  hearing  all  the  argument.  He  can  perhaps  check  his 
associates  if  they  want  to  go  too  fast  on  an  imperfect  knowl- 
edge of  the  facts.  So  that  on  a  small  scale  they  have  somewhat 
of  the  method  that  we  have  in  New  York  City. 

Mr.  L.  G.  Powers  (Washington,  D.C.) :  What  are  the  condi- 
tions in  the  townships  or  rural  sections  ? 

Mr.  E.  L.  Heydecker  (New  York) :  The  results  are  not  what 
we  desire,  but  the  machinery  is  there  and  it  can  be  improved. 
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and  I  think  the  legislature  this  year  has  improved  it  so  well 
that  we  will  have  good  results.  Mr.  Purdy  has  described  the 
situation  in  New  York  City,  and  has  referred  to  the  fact  that 
some  of  the  cities  have  a  single  assessor.  In  all  the  other  cities, 
and  we  have  forty-nine,  and  in  the  towns,  there  is  a  board  of 
assessors,  three  in  number  in  the  town,  and  varying  in  number 
in  the  cities,  usually  three,  sometimes  four,  and  they  act  as  the 
board. 

In  effect  they  are  the  same  reviewing  board  that  Mr.  Purdy 
has  described  in  the  city  of  New  York,  although  they  have  per- 
sonally done  the  actual  assessment  and  field  work.  The  diffi- 
culty has  been  that  they  have  not  carried  out  the  law.  In  the 
to^^^ls  the  law  permitted  them  to  divide  the  town  into  convenient 
districts,  and  the  practice  grew  up  of  dividing  a  town  into  three 
districts  and  electing  an  assessor  living  in  each  district,  then  the 
board  met  and  signed  the  work  as  a  whole,  but  the  other  two 
simply  subscribed  as  to  what  the  man  in  his  own  district  did. 
When  the  grievance  day  came,  they  sat  as  a  board  to  hear  ap- 
peals and  make  such  changes  as  they  might  in  their  judgment 
grant,  but  as  a  matter  of  fact  they  made  few  changes. 

In  the  cities,  except  those  who  have  a  single  assessor,  there 
is  a  board,  which  either  in  person,  or  through  clerks  and  assistants 
in  the  larger  cities,  make  the  assessment,  and  they  sit  as  a  board 
of  review  so  that  it  is  substantially  the  same  system  as  in  the  city 
of  New  York.  The  changes  in  the  law  in  this  year  will  compel 
the  town  board  to  act  jointly  by  taking  away  from  them  the 
power  to  divide  the  town  into  districts  and  assign  one  man  to 
each  district,  and  we  will  in  effect  have  the  same  sj'stem  carried 
out  through  the  whole  state. 

Mr.  J.  H.  McCoNLOGUE  (Iowa) :  Iowa  is  now  on  the  eve  of  a 
reformation  of  its  taxing  system.  The  last  legislature  created 
a  special  tax  commission  of  five  members,  to  be  appointed  by 
the  Governor.  The  Governor  under  that  statute  has  named 
five  citizens  of  Iowa  to  act  on  that  commission.  Four  of  the 
five  members  are  present  at  this  conference,  together  with  our 
Secretary,  who  has  written  a  couple  of  books  on  the  history  of 
taxation  in  Iowa.  There  is  also  a  representative  of  the  State 
Auditor's  office  present.  We  are  here  to  learn  something.  We 
want  to  take  an  advance  step  in  tax  reform.     In  order  that 
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this  conference  may  have  some  idea  of  the  necessity  of  such  a 
reform,  permit  me  to  tell  you  a  little  of  our  present  system. 

We  have  our  local  assessor,  who  is  elected,  not  because  he 
possesses  superior  qualifications,  or  has  a  knowledge  of  prop- 
erty values,  but  largely  because  he  is  a  good  fellow  or  needs 
the  office.  This  officer  is  elected  every  two  years.  His  salary 
is  the  enormous  sum  of  Two  Dollars  a  day.  He  must  list 
for  taxation  all  real  property  every  two  years,  and  the  per- 
sonal property  and  improvements  upon  real  estate  every  year. 
He  interviews  the  property  owner  and  learns  from  him  what 
he  thinks  is  the  true  value  of  his  property  for  taxation  pur- 
poses. This  is  not  always  reliable.  It  is  a  striking  fact  with 
us  that  the  average  assessor  can  get  at  the  value  of  the  little 
home  that  costs  from  one  to  two  thousand  dollars,  but  when 
he  views  the  mansion,  instead  of  seeing  its  value  at  from  thirty 
to  fifty  thousand  dollars,  can  only  see  about  five  thousand 
value  for  taxing  purposes.  He  can  go  into  the  little  store 
that  has  from  four  to  five  hundred  dollars'  worth  of  goods  on 
the  shelves,  and  he  can  strike  about  what  it  is  worth  and  assess 
it  accordingly.  When  he  steps  into  a  department  store  where 
there  is  fifty  to  one  hundred  and  fifty,  and  sometimes  two 
hundred  thousand,  dollars'  worth  of  property,  it  is  sad  to 
relate  that  he  cannot  see  more  than  ten  or  fifteen  thousand 
dollars'  worth,  or  perhaps  not  to  exceed  twenty-five  thousand 
dollars'  worth  of  property  that  should  be  taxed.  He  goes  into 
a  factory  where  there  have  been  expenditures  of  perhaps  two 
hundred  and  fifty  to  three  hundred  thousand  dollars,  and 
sometimes  even  reaching  millions,  and  he  returns  a  valuation 
upon  that  kind  of  property  of  thirty  to  forty  thousand  dollars. 
Our  people  see  the  necessity  of  a  reformation  in  the  taxing 
system,  so  that  all  property  owners  may  be  taxed  equitably 
and  justly. 

The  assessor  with  us  must  make  his  returns  between  January 
1  and  April  1.  In  many  instances  he  is  hampered  for  want 
of  time  and  is  obliged  to  do  the  work  hastily.  He  makes  his 
reports  to  the  local  board  of  review,  which  in  the  townships  is 
composed  of  the  trustees,  and  in  the  cities  of  the  city  council. 
This  reviewing  board  may  review  the  work  of  the  assessor, 
they  may  hear  complaints  from  the    jH-operty  owners,   they 
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may  reduce  the  assessments  on  some  property,  and  they  may 
increase  it  on  others.  The  right  of  the  property  owner  to  have 
his  valuation  adjusted  ends  there,  as  far  as  the  taxing  depart- 
ment is  concerned.  If  he  is  still  aggrieved,  his  only  remedy 
is  to  appeal  to  court. 

The  Board  of  Supervisors  adjust  taxation  between  townships. 
The  Executive  Council,  composed  of  the  Governor,  Secretary, 
Auditor,  and  Treasurer,  may  review  the  whole  assessment 
with  reference  to  regulating  it  as  between  counties.  This 
Executive  Council  levies  the  tax  upon  public  service  corpora- 
tions, such  as  railroad,  telephone,  and  telegraph  companies. 

There  is  a  feeling  among  the  people  of  our  State  that 
equitable  and  just  taxation  of  property  has  not  existed  in 
Iowa  for  some  time.  The  Commission,  recently  appointed  by 
our  Governor,  is  anxious  to  devise  some  means  to  improve  the 
taxing  system  of  Iowa. 

I  believe  the  consensus  of  opinion  of  this  commission  is, 
that  we  should  start  out  b}^  creating  the  office  of  county  assessor, 
clothing  him  with  sufficient  power  to  regulate  the  assessments 
between  to^oTiships,  viz.  to  have  the  power  of  reducing  or  in- 
creasing the  assessments  in  townships  so  that  they  may  be 
equal  throughout  the  county,  and  that  he  have  the  power  to 
appoint  local  assessors.  These  assessors  to  enumerate  and  list 
the  property  for  taxation.  That  the  county  assessor  be  held 
responsible  for  all  proper  assessments.  This  at  least  is  my 
notion.  Some  of  the  Commission  believe  that  we  should 
retain,  at  least  in  some  instances,  the  local  board  of  review. 
Upon  that  point,  however,  I  do  not  believe  the  Commission 
are  fully  agreed.  Individually  I  am  in  favor  of  eliminating 
entirely  the  local  board  of  review,  leaving  the  power  with  the 
county  assessor  and  his  deputies  to  adjust  these  matters  with 
the  property  owners,  but  permitting  the  property  owner  to 
appeal  from  the  local  assessor  and  the  county  assessor  to  the 
permanent  tax  commission. 

We  are  in  favor  of  a  permanent  tax  commission,  which  shall 
be  appointed  by  the  Governor  for  the  term  of  six  years.  This 
commission  should  be  composed  of  three  members,  and  it  is 
my  idea  that  they  should  perform  all  the  duties  that  refer  to 
taxation  now  exercised  by  the  Executive  Council.     They  should 
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have  the  power  of  reviewing  the  taxation  made  in  the  county 
and  making  assessments  against  pubhc  service  corporations. 
They  should  have  the  initiative  power  to  adjust  taxation  be- 
tween counties,  so  that  one  county  cannot  have  its  land,  for 
instance,  assessed  at  $75  per  acre,  while  an  adjacent  county, 
with  land  of  similar  value,  has  its  land  assessed  at  $50  an 
acre.  This  commission  to  have  the  power  to  lower  the  tax  in 
one  county  and  increase  the  tax  in  another,  if  by  so  doing  it  is 
necessary  to  have  it  equitable  throughout  the  State.  This  would 
enable  the  Commission  to  set  aside  the  custom  which  now 
prevails,  wherein  property  is  assessed  nearer  its  value  in  cities 
than  in  the  country,  thereby  compelling  the  property  owner  in 
the  city  to  pay  more  taxes,  both  to  the  county  and  to  the 
State,  than  is  required  in  the  country.  This  commission  should 
have  power  to  regulate  and  correct  all  errors  made  by  the 
county  assessor  or  his  deputies. 

What  plan  this  permanent  tax  commission  may  adopt  in  as- 
sessing railroad,  telephone,  and  telegraph  companies,  I  am  not 
able  to  say.  We  of  the  present  tax  commission  are  not  satis- 
fied whether  we  should  have  the  ad  valorem  system,  which  is 
now  prevalent  in  our  State,  or  recommend  the  plan  suggested 
by  the  paper  read  here  yesterday  by  the  president  of  this  as- 
sociation. We  are  open  to  conviction  upon  that  point.  To 
formulate  a  method  of  justly  taxing  the  great  public  service 
corporations  is  one  of  the  most  difficult  problems  that  confronts 
this  commission.  The  members  of  this  commission  are  anxious 
to  receive  from  this  body  such  information  as  will  enable  us 
to  take  a  position  in  the  front  rank  in  the  great  movement  of 
tax  reform  which  is  now  in  progress  in  this  country. 

In  the  collection  of  taxes,  Iowa  has,  perhaps,  one  advantage. 
The  money  derived  from  taxation  is  paid  into  the  county 
treasury  in  one  sum,  and  the  various  counties  report  the 
amount  of  taxes  they  get  and  remit  the  share  which  should 
go  to  the  State. 

Governor  E.  F.  Noel  (Mississippi) :  You  would  have  your 
State  Board  appointed  first  for  terms  of  two,  four,  and  six 
years,  so  that  two  members  would  be  old  ones  and  one  a  new 
one  all  the  time  ? 

Mr.  McConlogue  :  That  is  the  plan  we  favor.    The  county 


PROBLEMS  OF  ADAIINISTRATION  395 

assessors  I  desire  to  have  appointed  by  the  Board  of  Super- 
visors. Another  thing  we  incorporated  in  our  resolution,  which 
of  course  is  not  binding,  is  that  the  county  assessor  must  first 
show  his  peculiar  qualification  and  knowledge  to  make  him  com- 
petent to  fill  the  position,  and  also  that  the  permanent  tax 
commission  shall  show  the  same  knowledge,  and  it  should  be 
the  duty  of  the  Governor  to  examine  them  personally  and  know 
that  they  possess  the  qualifications  for  filling  the  office  before 
they  are  appointed. 

Judge  Leser  :  Has  any  decision  been  reached  as  regards  the 
tenure  of  the  assessor  ? 

Mr.  McConlogue  :  No,  sir. 

Mr.  Thomas  A.  Parish  (Washington) :  I  have  been  very 
much  pleased  to  note  through  the  entire  Conference  the  impor- 
tance with  which  the  office  of  assessor  has  been  considered.  This 
is  one  of  the  most  important  subjects  that  could  possibly  be 
handled  by  this  body.  It  has  been  my  fortune  to  have  had  some 
little  experience  along  this  line.  In  1905  the  State  of  Washing- 
ton passed  a  law  organizing  the  State  Tax  Commission,  of  which 
I  have  been  a  member  for  two  years.  This  commission  started 
in  feeling  its  way  just  as  our  friends  are  trying  to  do  in  Iowa,  but 
they  have  the  advantage,  which  our  commission  did  not,  of  hav- 
ing the  way  blazed.  Our  laws  have  not  been  changed  in  any 
marked  particular  since  we  started.  For  instance,  our  county 
assessor  is  elected  for  a  two-year  term.  It  is  possible  for  him  to 
be  reelected  for  a  second  term,  and  then  the  Constitution  steps 
in  and  prohibits  him  from  succeeding  himself.  We  have  a  num- 
ber of  such  restrictions.     We  are  trying  to  change  them. 

The  subject  of  the  assessor  is  one  that  should  come  close  to 
taxing  officials.  The  highest  priced  assessor  in  our  State  receives 
the  princely  stipend  of  $2200  a  year.  I  was  elected  some  years 
ago  assessor  of  the  largest  county  in  the  State.  When  I  went 
in,  I  found  the  office  in  bad  condition.  I  had  never  been  in  an 
assessor's  office  until  I  was  sworn  in,  and  I  knew  nothing  about 
the  work. 

I  turned  first  to  the  real  estate  assessments  of  Seattle.  I 
attended  a  meeting  of  the  real  estate  association  of  Seattle  and 
told  them  the  position  I  was  in.  I  said  we  are  allowed  to  pay 
not  more  than  $3.50  a  day  for  appraisers  to  inspect  and  place 
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values  on  the  property  in  this  city,  and  I  know  too  well  the 
wages  of  the  State  to  believe  that  it  is  possible  to  get  competent 
men  for  any  such  stipend.  The  real  estate  men  responded,  by 
offering  their  cooperation,  and  after  the  matter  had  been  worked 
out  I  procured  and  furnished  them  maps  of  the  entire  city. 
They  divided  their  body  into  thirty-three  committees  of  three 
each,  with  a  central  committee  of  a  dozen  men,  to  which  the 
thirty-three  subcommittees  reported.  They  had  an  executive 
committee,  of  the  officers  of  the  association,  and  leading  realty 
experts  of  the  city,  that  finally  passed  on  the  work  of  the  cen- 
tral committee,  and  when  I  tell  you  that  this  executive  com- 
mittee, all  business  men,  held  one  hundred  and  five  meetings, 
no  meeting  occupying  less  than  an  hour  and  a  half,  you  will 
understand  the  interest  and  industry  manifested.  The  only 
thing  our  office  was  called  upon  to  furnish  was  clerical  work 
and  the  maps. 

We  make  our  assessments  as  of  the  first  of  March,  biennially. 
If  it  is  a  large  precinct,  the  assessor  has  two  or  three  meetings, 
with  property  owners  in  the  precinct,  and  takes  two  or  three 
men  from  his  office  and  all  the  maps,  and  every  piece  of 
property  in  the  precinct  appears  on  the  map  together  with 
the  assessor's  figures,  and  he  calls  the  meeting  to  order  and 
spreads  the  maps  on  the  table,  and  suggests  to  the  tax- 
payers who  are  present  to  come  and  examine  the  maps. 
Smith  would  commence  to  kick  at  his  assessment,  and  Jones, 
who  had  a  lot  next  to  it,  would  take  a  long  look  at  it,  and  before 
they  got  through  it  was  not  necessary  for  the  assessor  to  say  a 
word.  Jones  took  care  of  Smith.  The  result  has  been  that  our 
work  is  more  satisfactory  from  a  taxation  standpoint.  The 
trouble  has  been  in  the  past  that  we  have  not  used  this  business 
method  in  the  taxing  office.  We  have  not  gotten  as  close  to  the 
people  as  we  should. 

Another  thing,  we  had  a  large  amount  of  timber  land  that  was 
only  nominally  assessed.  It  was  necessary  to  cruise  that  land, 
and  if  you  will  pardon  the  personal  allusion,  when  I  went  to 
my  county  commissioners  and  said  that  it  would  cost  between 
sixty  and  seventy  thousand  dollars  to  cruise  the  timber  in 
King  county  they  nearly  dropped  dead.  However,  the  cruises 
went  through  with  the  promise  of  the  assessor's  office  that  in 


PROBLEMS  OF  ADMINISTRATION  397 

two  years  we  would  reimburse  the  county,  but  in  the  first 
year  the  county  was  paid  in  increased  taxes  over  double  the 
cost  of  the  cruise. 

Now  there  are  a  great  many  things  connected  with  the  asses- 
sor's work,  but  if  you  don't  do  anything  else,  gentlemen,  pass  the 
word  throughout  the  State  to  stand  back  of  the  assessor.  The 
assessor  in  King  county  to-day,  I  believe,  is  the  most  important 
officer  in  the  State.  He  passes  on  over  half  a  billion  dollars'  worth 
of  valuation  every  year,  upon  a  salary  of  $2200  a  year.  It 
simply  needs  the  bugle  call  of  a  conference  of  this  kind  to 
awaken  the  people  of  these  States  to  the  great  importance 
that  attaches  to  the  office  of  local  assessor. 

Mr.  George  E.  Pomeroy  (Ohio) :  Did  the  real  estate  associa- 
tion add  on  more  than  the  land  values  ? 

Mr.  Parish  :  They  did  not.  The  Master  Builders'  Associa- 
tion of  Seattle  came  forward  in  the  very  same  spirit,  and  I  want 
to  tell  you  that  the  assessing  officer  can  get  all  the  help  he  wants 
if  he  starts  out  along  the  right  line. 

Mr.  W.  H.  Corbin  (Connecticut) :  Upon  the  question  of 
appointment  of  assessors,  will  those  who  favor  appointment 
kindly  raise  their  hand.  I  just  want  to  know  that  you  all 
agree  that  appointment  of  assessors  is  advisable,  and  I  would 
like  to  know  also  if  you  agree  that  the  tax  commission  or  com- 
missioner shall  have  supervisory  powers.  We  have  none  in 
Connecticut. 

The  Chairman  :  If  there  is  no  objection,  all  those  who  favor 
the  system  of  electing  assessors  raise  their  hands  (six).  Those 
who  favor  the  system  of  appointment  will  raise  their  hands 
(thirty).  The  gentleman  from  Connecticut  desires  also  an  ex- 
pression of  the  sentiment  of  the  meeting  on  the  question  of 
giving  supervisory  powers  to  the  central  board.  All  those  who 
favor  that  system  of  giving  supervisory  powers  to  the  central 
system  will  please  raise  their  hands  (thirty-five).  Now  those 
who  do  not  favor  giving  the  supervisory  powers  to  the  central 
board  please  raise  their  hands  (none).     The  vote  is  unanimous. 

Now  I  would  suggest  that  we  must  not  give  all  of  our  time  to 
one  subject. 

Dr.  O.  C.  Bogardus  (New  Jersey)  :  Railroad  assessment  has 
been  under  discussion  in  the  Conference.     We  have  just  com- 


398  STATE  AND  LOCAL  TAXATION 

pleted  a  new  valuation  of  all  railroad  properties  in  New  Jersey, 
Mr.  Hansel,  who  has  had  that  great  task  in  hand,  is  here,  and  I 
am  sure  he  will  be  glad  to  tell  you  about  it. 

Mr.  Chaeles  Hansel  (New  Jersey) :  New  Jersey  is  a  termi- 
nal state  in  the  case  of  railroads  and  canals.  I  am  an  engineer 
and  have  not  been  associated  with  the  theory  of  taxation,  I  am 
only  associated  with  the  attempt  to  administer  the  law.  I  have 
heard  here  a  great  deal  of  theory  which  has  been  exceedingly 
interesting  to  me,  and  it  has  heaped  itself  upon  me  until  I  am 
almost  overwhelmed. 

In  New  Jersey  the  tax  law  for  the  assessment  of  railroads  calls 
for,  first,  the  valuation  of  the  main  stem  real  estate  ;  second,  the 
valuation  of  real  estate  outside  the  main  stem  ;  third,  the  valua- 
tion of  the  tangible  personal  property,  and  the  "fourth  dimen- 
sion" (which  the  Harvard  professor  here  will  fully  appreciate), 
is  the  value  of  the  remaining  property  including  the  franchises. 
In  1884  the  first  act  for  the  actual  ad  valorem  assessment  of 
railroads  called  for  the  value  of  the  franchise  as  a  separate  element. 
In  1888  that  division  of  the  law  was  changed  so  that  it  now  reads 
"the  value  of  the  remaining  property,  including  the  franchise." 

It  seems  to  be  easy  to  determine  the  value  of  real  estate.  We 
have  heard  it  said  here  to-day  that  there  was  no  trouble  about 
determining  the  value  of  the  land,  but  in  our  work  we  find  that 
everything  connected  with  the  determination  of  value  is  ex- 
ceedingly difficult,  and  the  first  thing  we  have  to  confront  us  is 
terminology.  We  are  called  upon  to  divide  the  real  estate  from 
the  personal  property,  for  the  reason  more  particularly  that  the 
State  receives  the  assessment  upon  the  value  of  all  personal  prop- 
erty and  upon  all  of  the  real  estate  included  in  the  strip  one  hun- 
dred feet  wide  called  the  main  stem.  The  taxing  district  re- 
ceived the  assessment  of  all  the  real  estate  that  is  used  by  the 
railroad  corporation  outside  of  the  one  hundred-foot  strip  (in- 
cluding stations  that  encroach  upon  it)  and  this  "second-class" 
property,  valued  by  the  State  Board  of  Assessors,  is  certified 
to  the  local  district  and  taxed  at  local  rates  for  all  purposes.  In 
addition  there  is  what  we  commonly  call  third  class  property, 
that  is,  all  of  the  railroad  land  and  real  estate  which  is  owned 
but  is  not  used  by  them  in  operation. 

The  Interstate  Commerce  Commission  is  the  highest  court  in 
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the  land  as  regards  the  classification  of  everything  pertaining 
to  railroads,  not  only  accounting,  but  the  property,  and  yet  if 
we  turn  to  them  for  advice  we  find  that  the  only  thing  they  in- 
clude in  real  estate  is  that  land  and  property  that  is  not  used  by 
the  railroad  at  all,  owned  but  not  used,  so  that  we  come  to  the 
very  serious  question  of  determining  the  definition  of  real  estate. 
We  have  heard  a  very  able  paper  here  to-day  on  how  to  value  the 
real  estate,  but  I  have  not  heard  how  to  define  it. 

As  an  illustration  of  the  need  of  terminology  I  have  here  a 
copy  of  the  instructions  that  our  chief  engineer  and  I  evolved 
to  place  into  the  hands  of  each  of  our  field  engineers.  In  order 
to  be  sure  that  each  of  our  several  engineer  corps  understood 
the  difference  between  personal  property  and  real  estate  we  had 
to  tell  them  what  it  was,  and  j^ou  may  be  surprised  to  know  that 
it  required  seventy-four  headings.  It  is  not  sufficient  to  send 
out  a  body  of  men,  be  they  ever  so  expert,  and  tell  them  to  make 
a  record  of  all  the  real  estate  and  all  of  the  personal  property, 
unless  you  specifically  state  what  is  personal  and  what  is  real 
estate,  and  I  would  be  glad  indeed  if  the  association  some  way 
or  another  took  up  this  subject  of  terminology,  because  while  a 
large  part  of  the  tax  on  main  stem  real  estate  comes  back  to  the 
various  taxing  districts  for  local  school  purposes,  yet  the  State 
gets  all  of  the  personal  tax,  and  the  local  districts  get  all  the  tax 
on  real  estate  outside  of  main  stem ;  so  that  it  is  very  necessary 
to  know  the  distinction  between  real  estate  and  personal  prop- 
erty. 

The  valuation  of  the  personal  property  in  the  State  is  a  very 
large  item  as  regards  railroad  property,  because  according  to 
our  idea  of  the  value  of  the  personal  property  it  is  nearly  forty- 
two  per  cent  of  the  entire  value  exclusive  of  the  "fourth 
dimension"  ("the  value  of  the  remaining  property,  including 
franchise  ")  so  that  we  cannot  dismiss  the  question  of  taxing 
personal  property  without  a  great  deal  of  consideration. 

In  New  Jersey  there  are  one  hundred  and  twenty-two  dis- 
tinct railroad  corporations.  There  are  four  hundred  and  fifty 
taxing  districts,  and  as  the  taxing  district  is  entitled  to  receive 
the  tax  from  the  assessment  on  all  of  the  property  outside  of  the 
main  stem,  the  State  Board  of  Assessors  are  required  to  ascertain 
the  value  of  such  property  for  each  of  the  one  hundred  and 
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twenty-two  corporations  in  each  of  the  various  taxing  districts. 
There  are  as  many  as  thirty-five  different  railroad  corporations 
in  a  single  taxing  district.  Each  system  in  the  State  is  composed 
of  a  large  number  of  subsidiary  companies  (the  Pennsylvania  is 
composed  of  seventeen  separate  corporations,  the  Central  Rail- 
road of  New  Jersey  has  twenty-seven  subsidiary  corporations), 
and  some  of  these  corporations  may  not  be  over  a  thousand  feet 
in  length,  but  they  are  very  wide,  being  purely  terminal  com- 
panies. 

New  Jersey  has,  as  you  know,  very  large  and  extensive  deep 
water  terminals.  All  of  the  great  railroad  systems  that  reach 
New  York  have  a  terminal  in  Jersey  City.  That  involves  as 
well  the  floating  equipment  necessary  to  extend  these  terminals 
as  a  flexible  terminal  over  and  across  the  Hudson  to  the  city  of 
New  York.  Of  these  one  hundred  and  twenty-two  railroads  only 
seven  are  considered  as  systems,  so-called,  in  our  classification. 

The  State  Board  of  Assessors  sit  as  an  administrative  board 
as  well  as  an  executive  board.  They  make  the  assessment. 
They  hear  the  appeals,  as  is  done  in  New  York.  We  have  to 
actually  try  to  carry  out  the  law  after  the  theorists  have  tried 
to  do  their  best,  and  it  seems  to  me  that  the  legislature  is  in 
somewhat  the  position  of  a  man  who  is  called  upon  to  design 
and  construct  a  building  and  yet  knows  nothing  about  the 
strength  of  materials.  It  is  not  because  he  is  not  honest  or  not 
capable,  but  because  he  has  never  had  a  chance  to  try  out  the 
bill  which  it  is  proposed  to  be  enacted  into  a  law,  and  if  he  did 
have  a  chance  to  try  it  out,  he  would  find  many  changes  needed. 
It  is  easier  to  deal  in  generalities  than  it  is  in  facts.  In  our  work 
we  are  called  upon  to  formulate  methods  of  procedure  to  carry 
out  the  law.  That  law  may  be  entirely  different  from  what  we 
think  a  just  law  in  that  there  is  no  provision  to  equalize  values 
of  railroad  property  with  general  property.  However,  it  is 
called  a  scientific  tax  law,  and  with  some  modifications  and 
elucidations  it  is  fairly  good. 

New  Jersey  is  the  only  State  that  has  surveyed  and  made  a 
valuation  of  all  of  the  railroad  property  in  the  State  without  any 
assistance  in  the  field  work  from  the  railroads.  It  has  not  de- 
pended upon  the  data  furnished  by  the  railroad  except  as  per- 
taining to  maps,  and  these  have  been  checked  by  field  surveys. 
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In  explanation  I  may  say  that  it  was  not  because  the  railroads 
did  not  wish  to  aid  us,  I  think,  but  because  of  the  fact  that  there 
are  many  instances  of  subsidiary  companies  which  have  been 
incorporated  gradually  into  the  various  systems,  and  the  system 
now  has  no  complete  record.  The  State  Board  of  Assessors  has 
in  many  cases  more  accurate  information  about  the  railroad 
property  than  is  possessed  by  the  railroads  themselves,  and  in 
fact,  we  have  been  asked  to  give  copies  of  some  of  our  data  to 
the  railroads  for  their  information. 

Mr.  McConlogue  :  How  do  you  tax  the  railroads  ?  and  is  the 
rate  on  a  mileage  basis  or  on  valuations  ? 

Mr,  Hansel  :  The  rate  is  determined  per  one  hundred  dollars 
of  assessed  valuation.  AVith  us  a  mile  does  not  signify,  because 
the  upper  end  of  New  Jersey  is  a  perfect  net-work  of  double 
and  triple  and  quadruple  tracks,  and  because  of  the  terminals 
at  deep  water  there  is  an  enormous  amount  of  tracks  that  go  into 
the  value.  In  Jersey  City  alone  the  value  of  the  railroad  land 
without  anything  on  it  is  assessed  to-day  at  nearly  twenty-eight 
million  dollars.  In  one  instance  there  is  a  tract  of  one  hundred 
and  forty-six  acres  on  the  Hudson ;  practically  every  foot  of 
ground  on  the  Hudson  is  owned  by  the  railroads. 

All  of  the  railroad  real  estate  which  is  to  be  taxed  by  the  vari- 
ous taxing  units  is  assessed  by  the  State  Board,  and  each  of  the 
tax  districts  is  advised  of  the  amount  of  the  assessment  of  such 
property.  They  add  this  assessment  to  their  local  tax  rolls  and 
then  advise  the  board  of  the  tax  rate  they  have  fixed  for  their 
district  on  the  basis  of  total  local  valuations.  The  local  tax 
upon  this  second-class  railroad  property  is  collected  from  the 
railroad  by  the  State  Board  and  turned  over  without  deduction 
to  the  proper  tax  district.  The  rate  placed  upon  the  main  stem, 
tangible  personal  property,  and  "the  value  of  the  remaining 
property,  including  franchises"  is  an  average  rate  determined 
by  taking  the  total  local  assessments  at  the  local  tax  rate  and 
from  these  figures  an  average  rate  is  determined.  There  is  no 
provision  in  connection  with  railroad  taxation  for  the  equaliza- 
tion of  values  of  railroad  propertj'^  with  these  local  assessments, 
so  that  the  effect  of  local  undervaluation  of  other  property  is 
to  increase  this  average  rate  above  what  would  be  the  true 
average. 

2d 
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Judge  Leser  :  The  tax  on  main  stem  property  goes  entirely 
to  the  State  ? 

Mr.  Hansel  :  The  State  retains  an  amount  equal  to  a  tax 
rate  of  50  cents  on  the  $100  of  valuation  of  the  tax  collected  on 
"main  stem,"  and  the  balance  is  distributed  to  all  the  counties 
(for  the  school  fund)  in  proportion  to  the  amount  of  ratables  in 
each  county,  and  then  is  distributed  to  each  school  district  on  a 
basis  of  attendance. 

I  don't  stand  before  you  in  any  way  as  a  tax  expert.  I  don't 
care  for  the  term  "expert, "  anyway.  I  have  had  to  suffer  under 
it  in  this  work.  I  have  heard  it  stated  here  that  the  ad  valorem 
value  for  the  basis  of  taxation  was  an  absurdity  because  there 
was  a  simpler  plan  of  determining  the  total  assessed  value  of 
railroads.  That  may  be  true,  but  after  ascertaining  the  assessed 
valuation  of  railroads  there  must  be  some  means  of  distributing 
that  value  into  the  various  taxing  units,  and  I  am  sure  that 
nobody  in  New  Jersey,  either  any  political  party  or  any  indi- 
vidual, would  be  satisfied  to  make  this  division  on  the  basis  of 
miles  of  route.  Consequently,  it  is  felt,  I  think,  by  those  who 
have  studied  the  subject  in  our  State,  that  the  valuation  of  the 
physical  property  is  essential,  even  though  it  be  not  used  to 
determine  the  assessed  value  of  the  railroads,  for  the  reasons 
that  I  stated.  We  have  a  single  taxing  district  that  has  thirty- 
five  railroad  corporations  in  it,  and  it  hasn't  got  a  hundred  miles 
of  route,  but  it  has  several  hundred  miles  of  track.  On  a  "mile 
of  route"  (what  the  Interstate  Commerce  Commission  mis- 
leadingly  calls  "miles  of  single  track")  basis  of  distribution 
that  district  would  receive  no  more  than  a  farming  community 
having  only  single  track  railroads,  and  it  is  certain  that  there 
should  be  some  other  basis  than  miles  of  route  used  to  distribute 
the  value  of  the  assessments,  no  matter  how  that  value  is  de- 
termined. 

Special  Tax  Commissions 

Judge  Leser  :  There  is  another  subject  which  ought  to  inter- 
est the  conference.  In  recent  years  quite  a  number  of  special 
tax  commissions  have  been  appointed  and  tlu^  work  done  by  those 
commissions  is  of  great  importance.     Nothing  formal  has  ever 
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been  written  and  very  little  has  been  said  about  the  machinery 
of  making  these  investigations.  We  have  with  us  a  number  of 
gentlemen  who  have  served  on  special  tax  commissions,  and  who 
have  observed  their  work.  It  would  be  instructive  for  us  to 
hear  something  on  that  subject. 

There  are  a  number  of  interesting  points  which  might  be 
brought  out.  Such,  for  instance,  as  the  proper  constitution 
and  powers  of  such  commissions ;  the  number  of  members ; 
the  quahfications  for  membership  ;  whether  officers  of  the  State 
should  be  members ;  whether  the  commission  should  employ 
legal  and  expert  assistance ;  whether  the  right  should  be  given 
to  summon  witnesses  and  call  for  the  production  of  books  and 
papers;  whether  an  appropriation  should  be  made,  and  if  so, 
of  what  size ;  whether  all  or  any  of  the  members  should  be  paid, 
and  if  so,  on  what  basis.  Discussion  should  enlighten  us  on  the 
best  methods  of  achieving  results  through  special  tax  commis- 
sions. 

I  became  interested  in  the  subject  through  having  been 
appointed  on  a  special  tax  commission,  and  finding  that  the 
commission  was  practically  unable  to  do  the  work  for  whicli  it 
was  appointed.  The  body  consists  of  thirteen,  which  makes  it 
unwieldy  in  size.  While  it  was  given  very  broad  instructions  to 
investigate  the  entire  revenue  S3^stem  of  the  State,  it  was  gi\'en 
no  adequate  powers  of  investigation,  no  right  to  require  the  dis- 
closure of  information  by  public  officials  or  other  persons,  and 
worst  of  all,  there  was  no  appropriation.  As  a  result,  the  work 
of  the  commission  will  probably  be  nothing  more  than  a  report 
that  certain  necessary  powers  are  wanting  and  that  an  appro- 
priation is  needed ;  perhaps,  accompanying  it  with  a  draft  of  a 
suitable  bill  to  be  passed  by  the  Legislature  for  the  creation  of 
such  a  commission. 

I  may  say  here  that  the  power  to  summon  witnesses  and  exam- 
ine officials  and  records  is  one  which  it  is  most  desirable  to  have, 
even  if  it  should  not  become  necessary  to  employ  compulsory 
process.  Having  the  authority  is  the  essential  thing,  if  the 
commission  is  to  make  a  thoroughgoing  investigation.  In 
discussing  this  question  of  special  tax  commissions  with  others 
interested,  I  find  that  there  is  a  good  deal  of  uncertainty  and 
indefiniteness  on  this  subject. 
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I  have  made  some  investigation  on  my  own  account.  I 
found,  for  instance,  that  in  California,  Delaware,  New  Hamp- 
shire, and  Pennsylvania,  special  tax  commissions  were  given 
power  to  summon  witnesses  and  to  call  for  the  production  of 
papers.  The  statutes  in  the  cases  of  Rhode  Island  and  Vermont, 
while  they  seem  to  imply  such  powers,  do  not  expressly  give 
them.  The  commission  in  Rhode  Island  was  authorized  "to 
give  hearings,  and  generally  do  and  perform  such  acts  as  may 
be  deemed  necessary  for  the  full  and  complete  consideration  of 
the  subject."  There  may  be  some  doubt  as  to  whether  this 
would  involve  calling  witnesses  by  compulsory  process.  The 
Vermont  commission  was  authorized  "to  make  such  investiga- 
tion into  the  practical  workings  of  the  laws  of  this  State,  and 
other  States  and  countries  relating  to  the  subject  of  taxation,  as 
■will  enable  said  commission  to  make  an  exhaustive  and  careful 
report  on  the  subject  of  taxation."  That  is  rather  broad,  yet 
vague. 

I  have  gathered  other  information,  which  I  thought  might  be 
of  interest  to  this  conference,  and  might  provoke  further  re- 
marks. In  the  State  of  California  the  commission  of  1905  con- 
sisted of  six  members.  It  submitted  in  all  three  reports,  and 
the  total  appropriation  by  the  State  was  $45,000.  In  Delaware 
the  commission  of  1907  consisted  of  nine  members,  and  the 
appropriation  was  $1500.  There  was  a  second  commission  in 
Delaware  in  1909  with  a  further  appropriation  of  $1500.  In 
Hawaii  there  was  a  commission  of  three  members,  with  an 
appropriation  of  $1750.  In  Illinois  in  1910  there  was  a  com- 
mission of  seven  members  with  an  appropriation  of  $25,000. 
In  Kentucky,  1908,  there  was  a  commission  of  seven  members ; 
I  understand  there  was  no  original  appropriation,  but  that  the 
members  of  the  commission  were  later  recouped  for  the  amount 
of  their  expenses.  In  addition  to  the  commission  of  seven 
members  there  was  an  advisory  commission  of  fifteen  or  twenty, 
representatives  of  various  interests. 

In  Massachusetts  there  was  a  commission  of  fifteen  members 
appointed  in  1900  with  a  total  expenditure  of  $10,398.  There 
was  another  commission  of  nine  members  appointed  in  1907 
with  an  appropriation  of  $15,000,  and  the  commission  in  1909, 
with  three  members,  with  an  approi)riation  of  $2500,  but  of 
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which  only  $464  was  expended.  In  Missouri  there  was  a  com- 
mission of  seven  members  in  1906,  and  an  appropriation  of 
$15,000.  In  Ohio  there  was  a  commission  of  five  members  in 
1906,  with  an  appropriation  of  $1000,  but  with  expenditures 
largely  exceeding  that  amount,  the  difference  made  up,  I  under- 
stand, by  private  subscriptions.  In  Vermont  there  was  a  com- 
mission of  six  members,  but  no  specific  appropriation.  The 
expenses  were  to  be  paid  on  the  approval  of  the  Governor.  I 
have  no  record  of  the  amount. 

The  Rhode  Island  commission  of  1909,  consisting  of  five 
members,  was  continued  for  a  further  year  without  any  definite 
appropriation,  with  orders  to  secure  expert  assistance  and  the 
state  treasurer  was  authorized  to  pay  the  bills,  amounting  to 
about  $7500,  on  the  approval  of  the  commission.  Later,  there 
was  an  appropriation  for  salaries  of  the  members.  There  was  a 
commission  in  New  York  in  1906  consisting  of  fifteen  members, 
but  I  have  no  data  here  as  to  what  amount  was  expended. 
In  New  Hampshire  in  1907  the  commission  consisted  of  three 
members.  There  was  no  appropriation,  but  there  was  a  provi- 
sion that  the  salary  and  expenses  should  be  paid  on  the  approval 
of  the  Governor.  In  Louisiana  there  was  a  commission  in 
1906  consisting  of  fifteen  members.  The  chair  would  be  glad  to 
hear  from  any  member  who  has  information  to  impart  or  views 
to  express. 

Lieut.  Gov.  Ellyson  (Virginia) :  Virginia  appointed  in 
1910  a  commission  of  five,  consisting  of  the  Governor,  the  Presi- 
dent of  the  Senate,  the  Speaker  of  the  House,  the  Chairman  of  the 
Finance  Committee  of  the  Senate,  and  the  Chairman  of  the 
Finance  Committee  of  the  House,  with  an  appropriation'  of 
$10,000,  salary  to  be  paid  to  the  Secretary,  the  other  members 
receiving  their  usual  compensation. 

Lieut.  Gov.  Z.  W.  Bliss  (Rhode  Island) :  The  appoint- 
ment in  1909  of  the  special  committee  to  investigate  the 
tax  laws  of  Rhode  Island  and  make  such  recommendations  as 
they  deem  necessary  was  under  the  authority  of  a  legislative 
resolution  which  gave  very  broad  powers,  and  by  implication  the 
right  to  summon  witnesses,  but  we  had  no  need  to  exercise  such 
powers.  The  appointment  of  this  committee  was  the  out- 
growth of  a  considerable  amount  of  agitation  which  had  been 
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going  on  for  some  time.  The  resolution  called  for  a  committee 
of  five,  three  to  be  appointed  by  the  Speaker  of  the  House  and 
two  by  the  Governor,  who  at  that  time  was  the  presiding  officer 
of  the  Senate.  Since  that  time  the  Constitution  has  been 
changed  and  the  Lieutenant  Governor  is  the  President  of  the 
Senate.  The  Speaker  of  the  House  selected  the  Chairman  and 
a  member  of  the  Judiciary  Committee,  and  the  Chairman  of  the 
House  Finance  Committee.  The  Governor  selected  two  mem- 
bers of  the  Senate  Judiciary  Committee.  It  was  expected  that 
this  committee  would  report  at  the  following  session  and  it  was 
not  intended  to  keep  the  Committee  in  existence  for  any  great 
length  of  time  after  that.  One  of  the  members  of  the  committee 
did  not  return  to  the  Senate,  so  that  now  the  committee  (made 
up  originally  of  three  members  of  the  House  and  two  of  the 
Senate)  is  composed  of  one  member  of  the  Senate,  a  man  who 
has  no  public  office,  and  the  Lieutenant  Governor  and  two 
members  of  the  House. 

I  am  firmly  of  the  opinion  that  it  is  not  well  to  limit  a  com- 
mittee or  commission  of  this  kind  to  members  of  the  Legislature. 
In  the  first  place  it  is  likely  that  in  a  small  State,  like  Rhode 
Island,  you  could  not  get  men  entirely  suitable  for  the  work 
by  narrowing  it  down  to  members  of  the  Legislature.  Another 
obvious  disadvantage  is  that  you  have  a  committee  formed 
of  men  who  are  entirely  connected  with  the  expenditure  of  money, 
and  not  the  collection  of  revenue.  I  think  it  would  be  well  to 
have  on  a  commission  of  that  kind  a  man  whose  experience  has 
been  along  the  lines  of  collecting  revenue.  I  think  that  the  provi- 
sion in  the  resolution  for  necessary  clerical  and  expert  assistance  is 
a  good  one.  I  think  it  is  a  great  deal  better  to  have  your  com- 
mittee made  up  of  men  in  public  life,  and  allow  them  the  as- 
sistance of  such  experts  as  they  may  see  fit  to  employ.  The 
question  whether  the  committee  should  be  paid  or  not  is  prob- 
ably not  worthy  of  consideration  here.  As  a  matter  of  fact, 
our  committee  was  paid  the  first  year,  and  they  refused  to  pay 
us  the  second  year,  so  that  we  represent  both  horns  of  the  di- 
lemma. The  authority  granted  under  the  resolution  was  such 
that  when  the  committee  approved  any  bill  it  was  paid  without 
further  question.  The  expenses  of  the  commission  amounted 
to  about  $7000  or  S7500  perhaps,  and  a  special  appropriation 
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was  made  by  the  Legislature  to  pay  the  commission  for  their 
work,  which  was  entirely  outside  of  any  other  expense,  and  was 
provided  for  by  a  special  resolution  with  which  the  committee 
had  nothing  to  do  whatever. 

The  committee  went  to  work  as  soon  as  it  was  appointed,  and 
a  large  number  of  circular  letters  were  very  carefully  prepared 
and  sent  out  to  the  heads  of  all  corporations  in  the  State,  banks, 
trust  companies,  mercantile  establishments,  and  lawyers,  and  to 
the  economic  departments  of  all  the  important  educational  in- 
stitutions, I  think  some  three  thousand  letters  were  sent  out. 
We  received  fifty-four  replies.  With  one  exception,  they  all 
referred  to  reducing  the  tax  on  certain  things,  or  exempting 
certain  things,  from  taxation,  and  only  one  suggested  an  in- 
crease in  revenue,  either  local  or  state. 

The  necessity  for  the  appointment  of  this  committee  was  the 
depleted  condition  of  the  general  treasury,  and  the  failure  to 
do  anything  to  relieve  the  pressure  was  shown  by  the  fact  that 
after  the  last  session  of  the  Legislature  the  Governor  was  obliged 
to  veto  some  six  or  seven  hundred  thousand  dollars  of  appropria- 
tions on  account  of  the  lack  of  funds.  A  system  of  public 
hearings  was  inaugurated,  and  they  were  very  well  attended, 
many  representative  men  appearing ;  many  interests  were  rep- 
resented by  attorneys. 

The  committee  attended  the  meetings  of  this  association  at 
Louisville  and  Milwaukee.  I  take  this  opportunity  to  express 
our  gratitude  for  the  assistance  which  we  received  from  the 
association  as  a  whole,  and  from  various  of  its  members.  I  am 
sure  that  if  it  had  not  been  for  this  association  and  the  assistance 
given  us,  it  would  have  been  impossible  for  us  to  have  made  a 
report  within  the  time  required. 

The  report  of  the  committee  was  accompanied  by  five  separate 
acts  covering  merely  what  were  deemed  the  most  important 
recommendations,  and  these  acts  were  submitted  as  a  basis 
on  which  the  Legislature  was  to  work  rather  than  with  any 
expectation  that  they  would  be  passed  exactly  as  submitted. 
The  acts,  together  with  the  report,  were  introduced  simul- 
taneously in  both  branches  of  the  Legislature,  and  referred  to 
the  Judiciary  Committees,  which  gave  a  number  of  joint  hear- 
ings on  these  acts,  and  the  special  committee  appeared  in  favor 
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of  them.  A  number  of  people  also  appeared  favoring  them, 
but  the  principal  part  of  the  argument  was  against  the  acts,  and 
was  led  by  the  attorneys  for  those  interests  which  were  affected 
by  their  provisions.  Finally  two  bills  were  reported  favorably 
by  the  Judiciary  Committee  of  the  House  and  passed.  One 
provided  for  centralization  and  supervision  and  a  state  tax 
commissioner  with  mild  supervisory  powers,  and  also  provided 
for  the  tax  on  manufacturing  corporations  by  the  so-called 
corporate  excess  method,  and  the  other  bill  provided  for  a  flat 
rate  on  intangible  property  throughout  the  State  of  forty-eight 
cents,  and  the  taxation  of.  tangible  personal  property  where 
located  without  regard  to  the  domicile  of  the  owner.  They 
came  to  the  Senate,  and  in  about  ten  days  were  reported  and 
both  bills  were  killed,  lacking  one  vote  each.  A  resolution 
was  then  passed  continuing  the  committee. 

We  made  another  report  at  the  next  session,  incorporating 
certain  changes  in  the  proposed  acts  based  on  amendments  which 
were  recommended  in  the  two  committees.  The  report  was 
ordered  received  and  placed  on  file,  and  again  several  joint 
hearings  were  had.  The  special  committee  appeared  in  favor 
of  the  acts,  which  were  supported  also  by  the  City  Solicitor  of 
Providence,  under  instructions  from  the  city  council.  The  acts 
came  up  in  the  House  and  were  practically  defeated,  being  re- 
ferred back  to  the  committee  by  a  vote  of  fiftj'^-four  to  forty-eight 
and  the  Senate,  although  they  could  have  taken  separate  action 
if  they  so  desired,  did  not,  and  the  bills  were  allowed  to  die  in 
committee. 

Then  the  Governor  sent  a  special  message  in  relation  to  the 
financial  condition  of  the  State,  and  urging  some  action  on 
these  measures.  The  special  message  of  the  Governor  together 
with  the  acts  was  referred  back  to  our  committee  with  instruc- 
tions to  make  further  investigation,  and  with  a  proviso  that 
a  bill  be  formulated  taxing  all  corporations  doing  business  in 
the  State  equitably.  Now  that,  I  think,  was  probably  put  in 
not  with  any  idea  of  getting  equality,  but  with  the  simple  pur- 
pose of  making  the  task  of  the  committee  as  difficult  as  possible, 
because  of  certain  peculiar  statutes  which  we  have  in  reference 
to  public  service  corporations. 

I  am  very  much  in  favor  of  the  appointment  of  a  special 
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commission  for  this  work.  I  do  not  think  it  should  be  entirely 
a  legislative  committee,  but  I  do  think  that  it  should  not  be 
confined  within  a  specific  appropriation,  so  that  whatever  ex- 
pense is  incurred  should  be  paid  without  any  question  and  with- 
out any  unnecessary  delay.  Any  commission  to  consider  so 
important  a  subject  that  is  worthy  of  the  name  at  all  can  be 
trusted  to  spend  no  more  money  than  is  absolutely  necessary 
to  bring  about  its  object.  If  it  were  necessary,  it  would  be  right 
to  provide  the  power  to  call  witnesses,  and  to  demand  books. 
At  the  same  time  I  can  hardly  see  the  necessity  for  any  such 
provision,  and  I  should  be  rather  afraid  to  agree  to  it  because  it 
would  immediately  start  a  feeling  of  hostility  on  the  part  of 
commercial  and  manufacturing  enterprises  towards  a  com- 
mission which  had  such  broad  and  inquisitorial  powers  con- 
ferred upon  it.  We  found  that  many  very  large  interests  were 
entirely  in  accord  with  the  ideas  of  the  committee,  and  did  every- 
thing possible  to  assist  us.  Any  special  information  which  we 
desired,  and  which  was  not  open  to  the  public,  was  given  wdthout 
any  hesitation  whatever,  and  their  attorneys  were  put  at  our 
disposal  for  such  assistance  as  they  might  give  in  helping  us 
draw  the  various  acts  which  we  thought  necessary. 

We  have  not  found  it  necessary  to  employ  any  expert  assist- 
ance outside  of  the  committee  this  last  year.  The  acts  were 
drawn  by  the  committee  itself,  and  we  got  along  without  the 
assistance  of  any  one.  We  have  had  a  great  deal  of  expert 
assistance  from  almost  every  State  in  the  Union.  They  have 
all  shown  themselves  more  than  anxious  to  assist  us  in  every 
way  they  could,  and  assistance  of  that  kind  did  not  require  any 
pay. 

Judge  Leser  :  Have  you  any  definite  opinion  on  the  number 
that  should  compose  the  commission? 

Governor  Bliss  :  I  think  five  is  a  good  number.  If  any 
change  should  be  made  from  that  number,  it  should  be  less 
rather  than  greater.  A  commission  of  three  would  be  able  to 
accomplish  the  work  in  ordinary  cases,  but  we  found  an  enormous 
amount  of  work  to  be  done.  Possibly  a  committee  selected 
with  more  regard  to  the  kind  of  w^ork  they  had  to  do  might  be 
able  to  do  it  much  easier.  We  divided  the  subject  as  well  as  we 
could  into  five  different  sections,  and  each  man  took  one  subject 
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and  devoted  his  whole  time  and  attention  to  that.  The  com- 
mission had  a  Secretary,  which  is  indispensable. 

Judge  Leser  :  We  have  with  us  also  members  of  the  Iowa 
Commission. 

Mr.  J.  H.  McCoNLOGUE  (Iowa) :  The  Legislature  in  the  year 
1910  passed  an  act  authorizing  the  Governor  to  appoint  a  tax 
commission  to  be  composed  of  five  members,  not  more  than 
three  to  be  from  the  same  political  party,  and  in  the  same  act 
made  an  appropriation  of  $10,000  to  enable  the  commission  to 
carry  on  its  work.  The  commissioners  were  to  receive  $10  a  day, 
and  their  actual  traveling  expenses.  That  act  also  empowered 
this  commission  to  look  into  the  laws  of  Iowa  with  reference  to 
a  taxing  system,  to  visit  other  States  and  countries,  and  to  report 
their  findings  not  later  than  the  first  of  October,  1912,  to  tho 
Governor,  together  with  bills  that  may  carry  their  recommenda- 
tions into  effect.  The  act  also  provided  that  the  Governor 
should  furnish  quarters  in  the  State  Capitol  where  we  could 
meet.  The  commission  is  composed  of  three  lawyers,  a  banker, 
and  a  man  who  has  been  in  general  business  and  for  a  long  time 
connected  with  the  Auditor's  office  as  County  Auditor.  The 
law  empowered  the  commission  to  select  a  Secretary  outside  of 
its  membership,  and  we  appointed  Professor  Brindley  of  Ames 
College  as  Secretary. 

We  are  now  at  work.  We  thought,  as  we  have  the  power 
under  the  law  creating  the  commission,  we  would  invite  to  appear 
before  us  representatives  of  railroad  corporations,  telephone 
and  telegraph  companies,  manufacturing  companies,  and  all 
those  interested  in  taxation,  and  have  a  general  discussion  as 
to  the  best  method  of  taxing  these  great  institutions.  The 
commission  is  open  to  conviction.  We  endeavor  to  keep  our 
minds  free  from  any  notions  of  our  own,  and  to  gather  all 
the  information  we  can  in  order  to  make  an  innovation  in 
Iowa's  method  of  raising  its  state  and  county  revenues,  and 
we  hope  that  Iowa  may  become  a  leader  in  these  matters  for 
many  of  her  sister  States. 

I  am  sure  I  have  received  great  benefit  while  attending  this 
conference,  and  the  information  I  have  received  is  invaluable. 
We  feel  that  the  visit  here  will  help  us  work  out  a  system  of 
levying  and  collecting  taxes  in  Iowa  which  will  be  satisfactory 
to  the  people  generally. 
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Judge  Leser  :  Has  the  commission  power  to  summon  w  it- 
nesses  and  call  for  the  production  of  papers  and  books? 

Mr.  McConlogue  :  We  have  not.  We  have  no  arbitrary- 
powers  of  that  kind. 

Judge  Leser  :  Have  you  power  to  compel  assessors  to  produce 
records  ? 

Mr.  McConlogue  :  No,  sir ;  all  we  have  to  do  is  to  gather 
such  information  as  we  can  and  report  to  the  Governor  our 
recommendations,  together  with  a  bill  putting  our  recom- 
mendations into  effect. 

Judge  Leser  :  Is  it  your  judgment  that  you  should  have  such 
power  ? 

Mr.  McConlogue  :  It  might  be,  and  still  I  find  a  willingness 
on  the  part  of  the  various  departments  of  State  and  corporations 
to  give  us  what  information  we  need. 

Professor  David  Friday  (Michigan) :  Michigan  has  a 
special  tax  investigation  commission  of  three  members  ap- 
pointed by  Governor  Osborn,  pursuant  to  an  act  of  the  Legis- 
lature last  year.  The  members  of  the  Commission  are  Roger 
I.  Wykes  of  Grand  Rapids,  who  has  been  in  charge  of  our  tax 
cases  before  the  Supreme  Court,  Professor  Henry  C.  Adams, 
formerly  statistician  of  the  Interstate  Commerce  Commission, 
and  Honorable  Patrick  H.  Kelly,  formerly  Lieutenant  Gov- 
ernor. Neither  of  these  gentlemen  is  a  member  of  the  Legisla- 
ture. I  agree  with  Governor  Bhss  in  thinking  that  this  is  par- 
ticularly fortunate.  The  men  are  to  receive  S15  a  day  for 
the  time  they  actually  spend  on  the  work  of  the  Commission. 
They  are  empowered  to  hire  such  assistants  as  they  need  to 
properly  pursue  the  work.  No  definite  appropriation  was 
made.  The  Commission  has  no  inquisitorial  powers.  The 
necessity  of  having  such  powers  has  not  been  felt.  Their  use 
would  probably  arouse  bitter  opposition  to  the  work  of  the 
Commission  from  the  start,  and  the  information  needed  can 
usually  be  had  from  the  corporations  by  frankly  asking  for  it. 

The  Commission  is  at  present  trying  to  determine  the  actual 
burden  borne  by  the  different  classes  of  property  thoughout 
the  State.  The  most  striking  facts  discovered  so  far  are  that 
the  railroads  pay  a  very  heavy  tax  as  compared  with  other 
property,  while  manufacturing  property  is  paying  a  merely 
nominal  sum. 
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Judge  Leser:   Do  you  propose  to  have  public  hearings? 

Professor  Friday  :  We  propose  to  issue  a  prehminary  re- 
port about  the  20th  of  September,  and  then  have  pubHc  hearings 
and  full  discussion.  After  that  we  expect  to  issue  a  final  report 
to  the  Governor. 

Judge  Leser  :  What  is  your  idea  as  to  the  number  of  per- 
sons that  ought  to  compose  the  commission  ? 

Professor  Friday  :  I  think  three  is  the  right  number. 
The  commissioners  have  a  meeting  once  a  week.  These  weekly 
meetings  have  been  a  clearing  house  of  ideas.  It  seems  diffi- 
cult enough  to  get  unanimity  of  opinion  as  between  three 
members.  It  seems  to  me  it  would  be  next  to  impossible  with 
five  or  more  members. 

Mr.  Charles  A.  Andrews  (Massachusetts) :  In  1909  the 
Legislature  of  Massachusetts  passed  a  resolution  directing  the 
tax  commissioner  to  investigate  a  specific  subject;  the  effect 
upon  the  finances  of  the  cities  and  towns  of  the  exemption  from 
taxation  of  educational  institutions.  This  was  a  definite  task 
assigned  to  the  tax  commissioner.  In  the  same  way  the  tax 
commissioner  has  been  directed  by  the  session  of  the  Legislature 
which  has  just  closed  to  make  two  investigations  and  report  to 
the  next  Legislature.  One  of  these  is  an  investigation  of  the  so- 
called  voluntary  association,  which  is  a  little  more  than  a  com- 
mon law  partnership,  and  considerably  less  than  a  corporation. 
That  is  only  in  part  a  tax  investigation.  The  other  duty  which 
has  been  put  upon  the  tax  commissioner  is  to  investigate  our 
system  of  taxing  foreign  corporations  in  the  State  of  Massa- 
chusetts, and  to  report  as  to  what  changes,  if  any,  ought  to  be 
made.  This  matter  was  referred  to  the  tax  commissioner  be- 
cause we  have  a  law  which  is  in  some  respects  similar  to  the  law 
of  Kansas,  through  which  the  Supreme  Court  of  the  United 
States  shot  so  many  holes  a  year  and  a  half  ago,  and  we  are 
rather  afraid  that  when  our  law  comes  to  the  Supreme  Court 
of  the  United  States,  the  Court  may  so  decide  that  we  will  lose 
a  quarter  of  a  million  dollars  of  revenue.  The  tax  commissioner 
has  been  directed  to  take  time  by  the  forelock,  so  that  if  it  be- 
comes necessary,  we  may  have  already  prepared  something  new 
to  put  on  the  books. 

Lieutenant    Governor  Ellyson   (Virginia) :     What    was 
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your  conclusion  as  to  the  exemption  of  property  owned  by 
educational  institutions? 

jMr.  Andrews  :  Wc  came  to  the  conclusion  that  there  was  no 
financial  burden  discernible  upon  the  city  or  town  where  that 
property  is  situated. 

Lieutenant  Governor  Ellyson  :  Why  ? 

Mr.  Andrews  :  The  report  covered  forty  or  fifty  pages.  In 
brief,  the  reasons  were  :  That  property  is  real  and  personal.  So 
far  as  personal  is  concerned  that  property  would  never  have 
been  in  the  town  if  it  had  not  been  for  the  institution.  So  far 
as  real  estate  is  concerned,  if  real  estate  in  a  town  is  plentiful, 
it  does  not  make  much  difference  if  yoxi  take  a  half  acre  out. 
There  was  only  one  place  in  the  State  where  the  tax  commis- 
sioner thought  he  could  see  any  sign  of  other  property  being 
burdened  by  taking  this  out,  and  he  could  not  see  this  enough 
even  in  that  place  to  make  him  conclude  that  the  college  was 
responsible  for  the  financial  burden  of  the  city. 

Mr.  Williaai  H.  Corbin  (Connecticut) :  Are  voluntary 
associations  taxed  in  IMassachusetts  ? 

Mr.  Andrews  :  Each  one  is  taxed  on  any  property  it  owns 
if  the  propert)'  is  taxable ;  but  certificates  of  stock  which  they 
issue  may  be  issued  without  limit  and  without  any  security,  and 
the  associations  are  first-class  means  by  which  the  public  may 
be  hoodwinked  if  the  management  wants  to  do  that  sort  of 
thing.  I  think  the  feeling  is  that  we  do  not  know  much  about 
them,  except  in  some  cases  we  do  know  they  probably  have 
been  doing  things  which  are  forbidden  for  corporations  to  do. 
We  think  we  ought  to  know  the  situation,  to  see  whether  they 
are  getting  together  and  holding  in  the  aggregate  property 
which  they  are  successfully  keeping  under  cover  to  the  extent 
that  it  is  not  taxed,  whereas  it  would  otherwise  be  taxable 
and  taxed.  It  is  only  in  part  a  tax  question.  The  tax  com- 
missioner of  Massachusetts  is  also  the  commissioner  of  corpo- 
rations. 

Mr.  William  H.  Corbin  (Connecticut) :  I  suggest  a  vote  of 
thanks  to  Judge  Leser  for  the  time  he  has  taken  in  getting  this 
program  together,  and  for  handling  it  this  afternoon.  Of  course 
we  don't  vote  thanks  to  everybody  that  does  things,  but  we 
should  do  it  in  this  case. 
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The  motion  was  put  by  Mr.  Lawson  Purdy  and  unani- 
mously carried. 

Judge  Leser  :  The  motion  is  carried  against  the  protest  of 
the  chair,  because  I  do  not  think  that  votes  of  thanks  ought  to 
be  carried. 

Thereupon  the  meeting  adjourned. 

POWERS  OF  SPECIAL  TAX  COMMISSIONS 

[The  following  extracts  from  acts  authorizing  the  appointment  of 
commissions  to  investigate  taxation  have  been  submitted  by  Judge 
Leser  for  publication  in  connection  with  the  discussion  of  this  subject.) 

California 

Chapter  334,  Statutes  of  1905 

Sec.  4.  Said  commission  is  authorized  and  empowered  to  do  any 
and  all  things  necessary  to  make  a  full  and  complete  investigation  of 
the  matters  and  things  herein  above  enumerated,  and  to  that  end  to 
employ  all  necessary  clerical  and  expert  assistance,  and  that  said  com- 
mission be  and  it  hereby  is  authorized  and  empowered  to  send  for  per- 
sons and  papers,  and  to  take  all  necessary  means  to  procure  the 
attendance  of  witnesses  and  testimony  ;  and  the  members  of  said  com- 
mission are,  and  each  of  them  is,  hereby  authorized  to  administer  oaths ; 
and  that  all  the  provisions  of  article  eight,  of  chapter  two,  title  one, 
part  three  of  the  political  code  of  this  state  relative  to  the  "attend- 
ance and  examination  of  witnesses  before  the  legislature  and  com- 
mittees thereof,"  shall  apply  to  the  commission  ;  and  that  the  sergeant- 
at-arms  of  either  the  Senate  or  the  Assembly  is  hereby  authorized  and 
directed  to  serve  all  subpoenas  and  orders  or  other  process  that  may 
be  issued  by  the  chairman  of  said  commission,  when  directed  to  do  so 
by  the  said  chairman. 

Delaware 

Chapter  115,  Volume  24,  1907 

Sec.  2.  ...  Said  commission  shall  have  authority  to  maico  such 
rules  regulating  its  sittings  and  the  carrying  on  of  its  investigations 
and  the  perfonnancc  of  its  duties  as  it  shall  doom  advisable.  Said 
commission  shall  have  authority  at  its  discretion  to  smiunon  witnesses 
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and  the  President  or  other  presiding  officer  of  said  commission  for  the 
time  being  shall  have  authority  to  administer  oaths. 

New  Hampshire 

Chapter  92,  Laws  1907 

Sec.  2.  Said  commission  or  a  majority  thereof  shall  have  power  to 
require  any  person  or  any  officer  or  agent  of  any  corporation  to  attend 
before  the  commission  and  to  produce  any  books  or  papers  in  his  posses- 
sion, custody  or  control,  and  to  testify  under  oath  touching  any 
matter  within  the  jurisdiction  of  the  commission,  and  any  violation 
of  any  process  issued  by  said  commission  or  a  majority  thereof,  or 
refusal  to  give  testimony  may  be  punished  by  a  superior  court  as  in 
a  like  proceeding  for  contempt  in  said  court.  Witnesses  so  attending 
shall  receive  the  fees  by  law  provided  for  witnesses  testifying  before 
the  superior  court. 

Pennsylvania 

Resolution,  May  13,  1909,  Pamphlets  Laws,  944 

Said  committee  shall  also  have  power  to  issue  subpoenas  signed  by 
its  chairman,  requiring  the  attendance  of  persons  and  the  production 
of  books  and  papers,  as  in  its  judgment  will  assist  in  the  performance 
of  its  duties  as  aforesaid. 

Rhode  Island 

Resolution,  May  6,  1909 

Said  committee  is  hereby  authorized  to  employ  such  expert  and 
clerical  assistance  as  it  may  deem  necessary,  and  any  sums  necessary 
for  such  purposes  are  and  the  money  necessary  to  pay  the  expenses 
thereof  is  hereby  appropriated  out  of  any  money  in  the  treasury'  not 
otherwise  appropriated,  and  the  state  auditor  is  hereby  directed  to 
draw  his  order  upon  the  general  treasurer  for  the  pajonent  of  the 
same,  upon  vouchers  signed  by  said  committee  and  approved  by  the 
governor. 

Said  committee  is  hereby  further  authorized  and  empowered  to 
give  hearings  and  generally  do  and  perform  such  acts  as  may  be  deemed 
necessary  for  a  full  and  complete  consideration  of  said  subject. 
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Vermont 

Resolution  501,  Dec.  15,  1906 

Said  commission  is  hereby  authorized  to  examine  and  make  ab- 
stracts of  tax  inventories  on  file  in  the  several  town  clerks'  offices  and 
to  make  such  investigation  into  the  practical  workings  of  the  laws  of 
this  State  and  other  States  and  countries  relating  to  the  subject  of 
taxation  as  will  enable  said  commission  to  make  an  exhaustive  and  care- 
ful report  on  the  subject  of  taxation. 

The  Secretary  of  State  is  hereby  authorized  to  insert  such  interroga- 
tories in  the  tax  inventories  during  the  years  of  1907  and  1908  as  said 
commission  shall  direct  for  the  purpose  of  ascertaining  information 
to  enable  said  commission  to  carry  out  the  provisions  of  this  resolution. 
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REPORT  OF  THE  COMMITTEE  TO  COOPERATE 
WITH  THE   CENSUS  BUREAU 

While  differing  in  detail  the  members  of  the  committee  and 
their  advisors  seem  to  be  in  substantial  agreement  on  the  follow- 
ing points : 

(1)  That  the  practice  of  presenting  separately  the  statis- 
tical data  relating  to  1,  state  revenues,  2,  county  revenues, 
3  municipal  revenues,  must,  of  necessity,  be  continued.  Since 
the  purpose  of  the  summary  is,  first,  to  facilitate  the  collection 
and  compilation  of  the  statistics,  and  second,  to  explain  the 
statistics,  direct  reference  from  one  to  the  other  should  be  made 
as  easy  as  possible.  This  being  the  case,  the  summary  of  the 
revenue  laws  should  follow  the  same  general  outline,  at  least  to 
the  extent  of  listing  clearly,  with  a  brief  description  of  each, 
all  the  sources  of  revenue  draw^n  upon  by  each  branch  of  govern- 
ment. The  summary  should  also  show  the  relations  between 
the  different  divisions  of  government  and  the  way  in  which 
each  enters  into  the  proceeds  when  they  are  shared  by  two  or 
more.  With  such  a  separate  description  of  each  source  of 
revenue,  no  undue  or  false  emphasis  will  be  ascribed  to  the 
participation  of  any  one  division  of  government  in  the  proceeds 
or  administration  of  taxes  such  as  the  general  property  tax, 
which  are  employed  usually  by  all  branches  of  state  government. 

(2)  That  the  adoption  of  this  suggestion  will  remove  the  diffi- 
culty, so  far  as  the  summary  is  concerned,  which  was  formerly 
encountered  in  dealing  with  such  hybrids  as  were  referred  to  in 
Mr.  Power's  letter.  School  taxes,  for  example,  will  be  tabulated 
statistically,  as  in  the  last  report,  but  will  be  much  more  fully 
described  than  they  were  in  the  summary  contained  in  the  last 
report.     The  Committee  recommends  that,  if  possible,  a  sepa- 
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rate  and  thorough  study  of  the  levy,  collection,  and  distribution 
of  school  revenues  be  undertaken  and  published  in  the  report. 

(3)  With  respect  to  corporation  taxes,  the  committee  recom- 
mends that  they  be  tabulated  statistically,  substantially  as 
in  the  last  report,  but  that  there  shall  be  appended  to  the  sum- 
mary for  each  State  a  special  study,  or  outline,  of  the  treatment 
of  corporations  in  the  matter  of  taxation.  This  should  be  done 
even  at  the  expense  of  some  duplication. 

(4)  That  in  some  States  peculiar  methods  or  conditions  may 
warrant  other  special  studies,  such  as  "Separation  of  State 
from  Local  Taxation,"  or  the  "Central  (State)  Control  of  Local 
Taxing  Officials."  But  it  is  not  desirable  to  make  separate 
studies  of  any  matter  that  can  be  made  clear  in  the  general 
summary,  nor  should  such  studies  be  numerous  or  lengthy. 

(5)  While  the  committee  did  not  have  time  to  consider  in 
great  detail  the  arrangement  and  classification  of  the  statistical 
tables,  it  was  agreed  that  the  "Inheritance"  taxes  are  of  suffi- 
cient importance  at  the  present  time  to  warrant  a  separate 
column,  and  that  no  fundamental  departure  with  respect  to 
statistical  classification  and  tabulation  should  be  made.  The 
necessity,  however,  of  keeping  abreast  of  the  developments  of 
modern  public  accounting  is  recognized. 

The  committee  respectfully  submits  that  the  foregoing  report 
is  not  complete,  that  there  are  a  number  of  other  matters, 
especially  matters  of  nomenclature,  that  it  would  have  liked 
to  consider.  For  these  and  other  reasons  it  seems  desirable 
that  the  Association  should  appoint  another  committee  on  the 
same  subject,  with  instructions  to  continue  in  touch  with  the 
Bureau  of  the  Census  and  render  such  assistance,  by  corre- 
spondence, as  the  Bureau  may  desire.  Such  a  committee  should 
be  larger  than  the  present  committee  and  its  members  should  be 
widely  separated  geographically.  As  the  Bureau  will,  of 
necessity,  be  the  final  judge  of  the  value  of  the  suggestions,  the 
Association  would  not  be  held  committed  by  any  recommenda- 
tions made  during  the  recess  between  the  conferences. 

In  conclusion,  the  committee  reconnnends  the  separate 
adoption  of  the  following  resolution : 

Resolved :  That  this  Conference  express  its  high  opinion  of  the 
value  of  the  Twelfth  Census  Report  on  wealth,  debt,  and  taxa- 
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tion,  as  an  invaluable  contribution  to  our  knowledge  of  Ameri- 
can finance,  and  it  approves  in  a  general  way  of  the  plan  and 
method  of  that  Report. 

Allen  R.  Foote,  Chairman, 

President   National  Tax  Association,  Co- 
lumbus, O. 
Lawson  Purdy, 

President  Department  of  Taxes  and  Assess- 
ments, City  of  New  York. 
Oscar  Leser, 

Judge  Appeal  Tax  Court,  Baltimore,  Md. 
Charles  J.  Bullock, 

Harvard  University,  Cambridge,  Mass. 
T.  S.  Adams, 

Member  State  Tax  Commission,  Madison, 
Wis. 
Carl  C.  Plehn, 

University  of  California,  Berkeley,  Cal. 

[This  committee  was  appointed  pursuant  to  a  resolution 
adopted  at  the  Milwaukee  Conference  last  year,  to  cooperate 
with  the  United  States  Census  Bureau  in  the  preparation  of 
its  report  upon  wealth,  debt,  and  taxation,  upon  which  active 
work  will  begin  next  year,  as  the  census  report  will  be  made  as 
of  the  year  1912.  Mr.  Foote  being  in  the  chair,  the  report  of 
the  Committee  was  read  by  Mr.  Adams.] 

Chairman  Foote  :  The  resolution  offered  by  this  Committee, 
coming  in  connection  with  its  report,  is  presented  too  late  to 
be  handed  to  the  resolutions  committee.  If  there  is  no  objec- 
tion, I  will  put  the  resolution  as  it  stands  in  the  report. 

[There  being  no  objection,  the  resolution  was  read  and  unani- 
mously adopted.] 

Mr.  Adams  then  presented  the  following  report  of  the  Com- 
mittee appointed  last  year  to  consider  the  feasibility  of  the 
publication  of  an  official  journal  by  the  Association. 
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REPORT   OF   COMMITTEE   ON  AN   OFFICIAL 
JOURNAL 

The  Committee  has  thoroughly  canvassed  the  situation  and 
has  concluded  with  regret  that  the  general  interest  in  matters 
of  taxation  is  not  such  as  to  make  a  journal  devoted  to  taxa- 
tion and  public  finance  self-supporting  through  subscriptions 
and  advertisements;  and  that  any  appeal  to  the  business  in- 
terests of  the  country  to  contribute  to  the  maintenance  of  such 
a  journal  would  be  inexpedient. 

However,  the  editor  of  the  American  Economic  Review  has 
unofficially  and  tentatively  offered  to  set  aside  for  the  use  of 
this  Association,  and  without  expense  to  the  Association,  a 
liberal  amount  of  space  in  that  publication ;  and  there  seems 
to  be  reason  to  believe  that  the  Federal  Government,  through 
some  one  of  its  departments  interested,  may  be  persuaded  to 
establish  and  conduct  a  bimonthly  or  quarterly  journal  devoted 
to  American  taxation  and  public  finance. 

We,  therefore,  recommend  to  the  Association  that  a  new  com- 
mittee of  five,  including  among  its  members  the  President  of 
this  Association,  be  appointed  to  deal  with  this  subject;  and 
that  it  be  empowered,  if  it  seems  expedient,  to  make  the  arrange- 
ments necessary  to  accept  the  offer  of  the  Editor  of  the  Ameri- 
can Economic  Review,  without  involving  this  Association  in 
any  financial  guarantees  or  in  any  way  pledging  its  credit ;  and 
that  such  committee  be  instructed  to  urge  the  proper  Federal 
authorities  to  undertake  as  soon  as  possible  the  establishment 
of  a  periodical  publication  devoted  to  the  interests  of  Ameri- 
can taxation  and  public  finance. 

T.  S.  Adams,  Royal  Meeker, 

Member   State   Tax   Com-  Princeton  University,  Prince- 
mission,  Madison,  Mis.  ton,  N.J. 
W.  H.  CoRBiN,  James  E.  Boyle, 
State    Tax    Commissioner,  University  of  North  Dakota, 
Hartford,  Conn.  Grand  Forks,  N.D, 
E.  F.  Noel,  George  E.  Pomeroy, 

Governor     of     Mississippi,  President  Ohio  State  Board  of 

Jackson,  Miss.  Commerce,  Toledo,  Ohio. 
Committee. 
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Mr,  Lawson  Purdy  (New  York) :  I  heartily  approve  of  the 
recommendation,  but  it  seems  to  me  that  it  should  be  acted 
upon  by  the  Association  rather  than  the  conference.  We  can 
adopt  the  report  without  the  recommendation  or  refer  it  to 
the  Association. 

Chairman  Foote:  You  have  heard  the  report  of  the  com- 
mittee with  the  recommendation  referring  the  matter  to  the 
association  for  its  action.  Those  in  favor  of  the  recommenda- 
tion will  please  signify  by  saying  Aye,  contrary  No.    Adopted. 

[At  the  business  meeting  of  the  Association  Friday  morning 
the  appointment  of  a  committee  as  suggested  was  authorized.] 

Chairman  Foote  :  The  next  business  in  order  is  the  report 
of  the  Committee  on  Resolutions. 


REPORT  OF  THE  COMMITTEE  ON  RESOLUTIONS 

Mr.  O.  M.  Hall  (Minnesota),  chairman  of  the  Committee 
on  Resolutions,  thereupon  read  the  following  resolutions : 

Improvement  of  Local  Assessments 

Whereas :  The  present  administration  of  the  general  property 
tax,  from  which  75  per  cent  of  the  state  and  local  revenue  is 
derived,  is  unsystematic,  antiquated,  and  unequal,  and  sub- 
stantial improvement  can  be  secured  by  improving  the  ordinary 
local  assessment  work. 

Resolved:  (1)  That  there  should  be  such  a  readjustment  of 
local  assessment  systems  as  will  insure  to  local  assessors  better 
pay  for  their  work ;  (2)  that  where  practicable  local  assessment 
districts  should  be  made  sufficiently  large  to  justify  the  employ- 
ment of  the  whole  time  of  a  competent  assessor ;  (3)  that  a 
central  supervisory  board  which  will  assist  and  supervise  local 
assessors  either  directly  or  through  a  district  supervisor  can 
secure  great  improvement  in  the  original  assessment  work  and 
minimize  inequalities. 

Methods  of  assessing  Real  Estate 

Resolved:  That  as  steps  towards  an  equitable  and  scientific 
assessment  of  real  estate,  we  earnestly  recommend :   That  the 
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method  of  assessment  in  rem  be  extended  to  all  districts  in  all 
States ;  the  preparation  and  use  of  tax  maps  in  each  taxing 
district ;  the  separate  assessment  of  land  and  buildings ;  and 
the  use  of  standard  units  of  measurement  as  a  basis  of  valuation 
for  both  land  and  buildings  to  assist  the  assessor  in  the  exercise 
of  his  judgment,  such  standards  of  value  to  be  determined  for 
each  locality  by  its  officials,  with  the  greatest  possible  co- 
operation of  its  citizens,  having  due  regard  to  local  conditions. 


Collection  and  Publication  of  Statistics 

Whereas:  Statistical  comparison  and  the  determination  of 
the  economic  effects  of  taxation  are  impossible  without  com- 
plete and  comparable  statistics  of  state  and  local  revenues. 

Resolved:  That  provision  should  be  made  in  every  State  for 
the  collection  and  publication  of  statistics  of  assessment,  taxes, 
and  other  public  revenue. 


Committee  on  Public  Service  Corporations 

Whereas:  The  taxation  of  public  service  corporations  in  the 
several  States  exhibits  a  total  lack  of  uniformity  in  the  methods 
and  underlying  theory. 

Resolved:  That  this  Conference  requests  the  International 
Tax  Association  to  appoint  a  committee  to  consider  the  subject 
of  the  taxation  of  public  service  corporations. 


Appreciation  of  Hospitality 

Resolved:  That  this  Conference  place  on  record  its  great 
appreciation  of  the  distinguished  courtesy  of  the  Hon.  William 
Hodges  Mann,  Governor  of  the  Commonwealth  of  Virginia, 
and  tender  their  thanks  to  Governor  and  Mrs.  Mann  for  their 
gracious  and  generous  hospitality. 

Resolved:  That  the  Conference  extends  its  hearty  thanks  to 
the  local  committee  of  the  State  Tax  Commission  and  particu- 
larly to  Dr.  D.  S.  Freeman  for  his  constant  attention  to  the 
comfort  and  pleasure  of  the  delegates;  also  to  the  Local  Recep- 
tion Committee  for  their  hospitality. 

Resolved:  That  the  Conference  express  its  gratification  at 
the  honor  accorded  to  the  Conference  by  the  presence  and 
contributions  to  their  discussions  of  Governor  Noel  of  Missis- 
sippi, Governor  Cruce  of  Oklahoma,  Lieutenant  Governor  Bliss 
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of  Rhode  Island,  Lieutenant  Governor  Slack  of  Vermont,  and 
Lieutenant  Governor  Ellyson  of  Virginia. 

[The  foregoing  resolutions  were  by  unanimous  consent  put  to 
a  vote  without  discussion  and  were  unanimously  adopted.] 

Mr.  Hall  thereupon  read  the  following  resolution  which  had 
been  laid  aside  by  consent  until  the  others,  which  the  Com- 
mittee on  Resolutions  had  agreed  unanimously  to  report,  were 
disposed  of. 

Whereas:  The  First  Annual  Conference  adopted  a  resolution 
concerning  separation  of  state  and  local  revenues  and  local 
option  or  home  rule  in  taxation,^ 

And  whereas:  The  reference  made  to  local  option  in  the  said 
resolution  has  been  differently  interpreted  and  is  likely  to  be 
misunderstood, 

Resolved:  That  this  Fifth  Conference  is  of  the  opinion  that 
local  governing  bodies  should  not  be  given  the  general  power 
to  select  subjects  of  local  taxation  and  grant  exemption  from 
taxation. 

And  Resolved:  That  in  the  future  publications  of  the  Inter- 
national Tax  Association  this  resolution  shall  be  printed  with 
the  resolution  adopted  by  the  First  Annual  Conference. 

Chairman  Foote  :  The  resolution  just  read  presents  to 
this  conference  a  condition  which  causes  me  to  ask  you  to 
indulge  me,  while  I  give  you  some  points  by  which  to  guide 
your  action.  This  resolution  recites  that  the  resolution  adopted 
by  the  first  conference  has  been  misunderstood  and  miscon- 

^  Text  of  resolution  adopted  at  conference  of  1907  : 

Whereas:  The  reliance  by  state  governments  for  revenue  upon  the 
taxes  ordinarily  imposed  on  property  as  assessed  by  local  officials  has 
produced  sectional  injustice  and  jealousy  and  local  inequality,  and 
whereas  the  general  property  tax  as  a  source  of  state  revenue  enforces 
a  rigid  uniformity  which  can  take  no  accoimt  of  actual  conditions ; 
be  it 

Resolved :  That  the  state  and  local  revenue  systems  should  be  so  far 
divorced  that  by  general  laws  the  appropriate  local  governing  bodies 
may,  if  deemed  expedient,  be  granted  certain  limited  and  carefully 
prescribed  powers  over  the  licensing  of  occupations  and  the  selection 
of  subjects  of  local  taxation  and  tlae  rate  of  assessments  upon  such 
subjects. 
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strued.  I  have  managed  the  affairs  of  this  association  and  its 
conferences  from  the  beginning.  I  never  heard  any  com- 
plain about  the  misunderstanding  or  misconstruction  of  this 
resolution  until  I  came  to  this  conference. 

As  our  association  and  work  grow  in  importance  and  in- 
fluence it  is  natural  for  me  to  be  more  and  more  deeply  im- 
pressed with  the  necessity  of  using  great  care  regarding  the  action 
of  the  conferences,  of  the  association,  and  of  its  officers.  Dur- 
ing the  last  legislative  sessions  I  had  referred  to  me  bills 
from  Connecticut,  New  York,  Michigan,  Iowa,  Colorado,  and 
possibly  some  other  states.  That  fact  caused  me  to  reach  the 
conclusion  that  neither  I  nor  any  other  officer  or  person  con- 
nected with  the  association  should  be  in  a  position  to  use  the 
name  of  the  association  on  his  individual  judgment  or  respon- 
sibility in  a  way  that  would  imply  its  indorsement  of  any 
measure. 

Being  impressed  with  the  necessity  of  providing  against  any 
abuse  of  that  privilege  or  of  any  misconstruction  of  its  use,  I 
wrote  my  annual  address  to  be  given  to  the  association  to- 
morrow before  I  came  to  Richmond.  On  Monday  evening 
last  we  had  a  meeting  of  our  Executive  Committee,  and  the 
recommendations  in  the  address  were  approved  without  a 
dissenting  vote.  You  will  at  once  see  the  bearing  of  one 
recommendation  upon  the  present  situation.  This  you  will 
understand  is  a  recommendation  from  the  association  to  its 
Executive  Committee. 

"That  your  Executive  Committee  be  authorized  and  directed 
to  examine  the  text  of  all  proposed  taxation  constitutional 
amendments,  and  of  all  taxation  measures,  submitted  to  it 
for  that  purpose  by  members  in  any  State,  and,  if  found  satis- 
factory, to  approve  the  same  in  the  name  of  the  Association,  or, 
if  not  satisfactory,  to  recommend  such  changes  as  will  make 
them  satisfactory,  such  action  to  require  an  affirmative  vote 
of  not  less  than  two-thirds  of  all  members  of  the  Executive 
Committee." 

Under  our  new  constitution,  there  will  be  twelve  members 
of  the  Executive  Committee.  It  will  take  eight  affirmative 
votes  of  that  Committee  to  use  the  approval  of  the  association 
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for  any  measure  whatever.  That,  I  think,  you  will  agree  is 
an  absolutely  safe  and  conservative  proposition.  Now  under 
this  rule,  if  you  please,  if  any  member  of  this  association  should 
bring  to  our  notice  the  fact  that  the  resolution  under  consid- 
eration adopted  at  the  first  conference  is  being  misconstrued, 
misused,  or  misunderstood  in  any  way,  I  think  we  have  suffi- 
cient ability  in  that  executive  committee  to  straighten  the 
matter  out  in  such  way  that  the  parties  who  are  so  trying  to 
misuse  it  and  misrepresent  it  will  soon  tire  of  their  occupation. 
I  repeat,  I  have  never  heard  any  complaint  about  the  misun- 
derstanding, or  misconstruction,  or  misuse  of  that  resolution. 
If  there  was  any  serious  complaint  of  that  kind,  it  certainly 
should  have  come  to  me,  but  it  did  not. 

If  I  am  reliably  informed,  the  misinterpretation  that  has  been 
read  into  that  resolution,  although  I  have  never  seen  a  state- 
ment to  that  effect,  comes  in  the  idea  that  it  commits  the  as- 
sociation to  the  proposition  that  local  government  may  under- 
take tax  regulation  different  from  the  tax  laws  of  the  legisla- 
ture. I  do  not  see  in  that  resolution  of  1907  any  adoption  of 
the  principle  that  the  legislature  shall  delegate  power  to  the 
local  government  to  enact  any  tax  law  that  is  out  of  harmony 
with  the  general  policy  of  the  State.  I  do  not  see  in  it  any 
authority  for  making  a  local  community  an  independent  legis- 
lative body  on  the  question  of  taxation. 

Another  point  to  which  I  ask  your  special  attention  is,  that 
at  the  first  conference  and  at  every  conference  since,  no  reso- 
lution has  been  adopted  by  the  conference  that  was  presented 
to  it  by  a  divided  vote.  In  every  case  where  there  has  been  a 
serious  division  of  opinion  the  resolution  has  been  withdrawn 
and  not  voted  upon  by  the  conference,  so  that  I  have  been  in 
a  position  to  say,  and  have  said  in  all  of  our  literature,  that 
every  resolution  adopted  by  these  conferences  has  been  adopted 
by  unanimous  vote.  There  is  no  rule  binding  on  the  confer- 
ence in  this  matter ;  it  is  simply  a  custom  that  we  have  estab- 
lished. It  is  a  custom  that  has  been  of  enormous  benefit  in 
building  up  the  prestige  of  this  association  and  these  confer- 
ences. With  a  statement  of  that  kind  no  man  can  come  to  this 
conference  and  feel  that  there  is  going  to  be  any  snap  judg- 
ment or  sharp  work  done  to  carry  through  a  resolution.     We 
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do  not  want  a  resolution  adopted,  unless  it  can  be  done  cor- 
dially as  the  judgment  of  the  whole  body  of  the  conference.  I 
make  this  statement  largely  because  many  persons  in  the  pres- 
ent conference  are  not  familiar  with  the  history  and  work  of 
this  association. 

Having  made  this  explanation,  I  ask  that  this  resolution  be 
withdrawn.  We  have  no  rule  that  the  resolutions  presented 
with  a  divided  vote  shall  not  be  voted  upon  by  the  conference. 
It  is  our  custom,  and  I  would  like  to  have  that  custom  upheld 
on  this  occasion,  not  because  of  the  resolution  in  itself,  but 
because  of  the  precedent  presented  by  offering  a  resolution 
recommended  by  the  Committee  on  Resolutions  by  a  seri- 
ously divided  vote.  I  would  have  taken  the  same  position 
regarding  any  other  resolution  that  has  been  presented  here 
to-night. 

I  value  the  prestige  and  standing  of  this  association  far  and 
away  above  any  advantage  or  supposed  advantage  that  can 
come  to  it  by  the  adoption  of  a  resolution  that  is  presented  to 
us  under  the  circumstances  under  which  this  comes  to  us.  I 
submit  this  question  to  the  conference  for  consideration. 

Governor  E.  F.  Noel  (Mississippi)  :  I  yield  to  none  in  ad- 
miration of  the  President,  yield  to  none  in  my  high  opinion  of 
the  sacrifice  and  patriotism  and  public  spirit  that  he  has  mani- 
fested from  the  beginning.  He  inaugurated  this  association,  and 
the  association  has  called  the  conference.  There  is  a  difference 
between  the  association  and  the  conference.  The  association 
and  its  Executive  Committee  are  one  thing,  and  the  conference, 
which  represents  the  states  and  the  colleges,  another  thing. 
The  declarations  of  one  and  the  other  under  the  constitution 
are  absolutely  separate.  I  appreciate  the  position  of  the  Presi- 
dent, and  sympathize  thoroughly  with  what  he  has  said,  but  we 
are  here  representing  the  colleges,  and  more  especially  repre- 
senting the  sovereign  states — not  municipalities,  not  individ- 
uals, but  the  sovereign  states  —  to  give  expression  to  our 
views  of  policies  of  taxation  affecting  states  and  their  subdi- 
visions. While  it  has  been  and  is  true  that  ordinarily  no  ex- 
pression of  views  should  be  given  where  there  is  a  serious  di- 
vision of  opinion,  yet  where  an  expression  has  been  given,  and 
where  our  failure  to  definitely  express  ourselves  commits  us  to 
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this  former  action,  then  we  are  here  to  unanimously  ratify  that 
act  by  our  silence,  or  to  change  an  expression  of  it. 

We  have  heard  some  talk  about  the  single  tax,  and  opposi- 
tion to  the  single  tax.  It  is  not  one  matter  or  the  other.  This 
is  a  question  of  local  option  in  taxation  applied  by  counties.  It 
far  outstrips  any  question  of  single  tax,  and  if  we  leave  open  the 
construction  of  this  resolution,  it  puts  us  in  the  attitude  of 
indorsing  local  option.  If  we  leave  it  open,  we  speak  with  two 
tongues  and  have  two  faces  presented  to  one  question.  We 
must  say  on  this  matter  that  either  we  believe  in  it  or  we  dis- 
believe in  it. 

It  has  been  asked,  Shall  we  come  here  to-night  to  question 
the  wisdom  of  an  expression  of  a  preceding  conference  ?  We  are 
not  all  gifted  with  divine  powers ;  foreknowledge  is  a  thing 
that  we  do  not  claim,  Govermnent  itself  is  a  problem  constantly 
changing  with  changing  conditions.  That  is  why  we  have 
legislatures  every  two  years,  to  change  the  laws  and  the  con- 
stitutions to  meet  the  changing  conditions.  So  it  is  with  legis- 
lature, and  much  more  is  it  so  with  us  here,  a  body  that  is  deal- 
ing with  taxation. 

What  is  taxation?  Taxation  is  the  power  of  destruction  of 
an  individual  or  class  of  property.  Does  anybody  deny  it? 
The  courts  affirm  it.  It  is  true.  You  say  that  the  tax  now 
imposed  on  this  city  may  not  be  more  than  sixteen  mills.  It 
is  no  trouble  to  increase  to  forty  mills  if  you  want  to  destroy 
business  and  property.  The  power  to  tax  is  the  power  to  de- 
stroy. 

I  admit  and  readily  accede  to  all  that  Mr.  Foote  has  said  if 
we  were  not  dealing  with  an  old  subject.  We  want  local  op- 
tion, or  we  don't  want  it.  We  want  to  declare  in  favor  of  it 
or  declare  against  it,  and  we  don't  care  to  stand  on  the  fence 
any  longer.  That  is  the  proposition.  It  is  not  like  a  new  one. 
Suppose  we  leave  it,  I  know  that  eur  splendid  Chairman  will 
do  all  in  his  power  to  correct  it,  but  what  could  a  committee 
do  representing  the  National  Tax  Association  against  the  decla- 
ration of  the  conference  itself  when  the  Association  has  declared 
the  conference  is  an  independent  body  altogether.  It  could 
do  nothing.  So  we  are  face  to  face  now  with  either  blowing 
hot  and  cold  or  of  settling  the  matter  one  way  or  the  other. 
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I  stand  on  this  proposition  where  the  single  tax  people  ought 
to  stand.  If  you  believe  in  it,  you  believe  in  it  in  the  state  and 
you  believe  in  it  in  the  United  States.  We  should  stand  to- 
gether. We  are  expressing  the  views  of  this  conference  and 
we  ought  to  express  them  unequivocally.  The  state  is  a 
sovereign  power.  Are  we  here  to  surrender  that  sovereign 
power,  or  are  we  here  by  action  or  inaction  to  say  that  commu- 
nities, and  counties,  alike  shall  exercise  the  power  to  create 
or  the  power  to  destroy  ?  We  should  administer  one  rule  upon 
the  fundamental  questions  of  life,  of  liberty,  and  of  property 
in  its  acquisition,  ownership,  and  control.  It  should  be  from 
the  boundaries  of  one  state  to  another,  and  we  are  seeking 
to  extend  it  over  the  state  bounds,  and  as  broad  as  our  flag 
flies  over  the  whole  of  the  United  States  and  all  the  islands 
that  are  beyond.  We  are  seeking  to  make  state  wide  and  na- 
tion wide  our  principle  of  protection  of  life  and  of  liberty  and 
of  property.  We  are  not  seeking  to  take  from  Richmond  or  any 
other  municipality,  or  tax  district  the  power  to  deal  with  a 
particular  project  under  legislative  regulation,  but  in  Rich- 
mond the  citizens  of  the  United  States  have  the  protection  of 
the  United  States  and  the  citizens  of  Virginia  have  the  pro- 
tection of  all  the  laws  of  Virginia  that  guarantee  and  protect 
life,  liberty,  and  property. 

Then  you  say  where  is  the  room  for  local  option  if  they  have 
these  rights  and  guarantees.  The  room  is  that  out  in  the 
country  they  do  not  need  electric  light,  and  they  might  not  need 
water,  or  sewerage,  and  if  they  were  in  a  dry  district  of  the  west, 
they  would  need  water,  and  in  Mississippi  they  need  to  get  rid 
of  the  water.  These  are  local  problems,  and  we  have  local 
authority  to  deal  with  particular  property  in  a  particular  sit- 
uation, to  give  us  lights,  sewerage  and  drainage,  and  what  not, 
but  all  under  the  state  protection  and  at  the  same  time  reserv- 
ing to  ourselves  every  right  that  is  guaranteed  by  the  laws  of 
the  United  States  and  of  the  state  and  of  the  city  and  of  the 
county.  We  are  citizens  in  them  all  as  well  as  that  tax  dis- 
trict, drainage  district,  irrigation  district,  or  municipality. 
There  should  be  power  conferred  upon  a  municipality  for  its 
police  protection,  as  people  are  grouped  together  there,  for 
supplying  themselves  with  lights,  heat,  and  for  the  irrigation 
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district  to  get  the  water,  and  for  the  overflow  districts  to  get 
rid  of  water,  and  other  problems  of  that  sort.  All  of  the  es- 
sential rights  of  citizenship  are  fully  protected.  That  is  where 
we  have  local  option,  but  it  should  not  go  to  the  extent  of  be- 
ing able  to  destroy  one,  or  strengthen  one  and  weaken  another, 
of  the  essential  rights  of  citizenship. 

We  look  at  this  local  option  and  see  that  it  might  be  carried 
to  that  extent,  and  it  could  be  carried  to  any  extent  if  it  was 
exercised  in  full  of  taxation.  It  could  destroy  one  class  of 
property.  We  will  say  first  we  will  look  around  and  see  whom 
we  can  get  rid  of.  We  will  get  rid  of  the  wholesale  merchant, 
we  will  deal  with  the  retail  merchant.  We  will  tax  out  these 
department  stores.  We  will  throw  all  the  expense  of  the  gov- 
ernment on  them.  Finally,  we  will  conclude  that  we  will  tax 
landowners  out.  It  may  turn  any  way.  Then  when  we  have 
had  local  option  on  property  and  destroyed  any  class  of  it  we 
want,  we  will  go  on  to  the  next  thing.  This  year  it  may  be  to 
let  off  stealing.  We  believe  that  if  people  were  not  punished 
for  murder,  nobody  would  do  murder.  All  these  are  rights  that 
are  guaranteed  just  like  property,  but  I  say  the  citizens  of  the 
state  are  interested  in  all  these  things  and  we  should  not  com- 
mit ourselves  in  any  way  to  local  option  or  the  thing  that  means 
the  destruction  of  property,  or  of  liberty,  or  of  life.  But  if 
this  conference  thinks  so,  let  it  declare  it,  and  declare  it  in  un- 
equivocal terms.  If  the  single  tax  people  believe  in  a  single 
tax,  and  they  do,  they  want  the  world  governed  by  it ;  they 
don't  want  to  cut  the  world  into  small  sections  and  have  a  com- 
missioner to  run  one  and  an  anarchist  another.  Let  them  fight 
for  control,  but  let  it  be  the  control  of  the  Union.  I  say  they 
ought  to  be  with  us  on  this  proposition ;  they  ought  to  be  with 
us  for  uniformity,  and  to  do  away  with  local  option  except  as 
to  local  conditions,  policing,  or  getting  rid  of  water,  or  getting 
water,  or  some  other  of  those  conditions. 

We  are  here  as  a  tax  conference  representing  colleges,  rep- 
resenting states,  with  a  voting  power  restricted  to  colleges  and 
states,  and  the  voting  power  carries  as  much  responsibility  for 
inaction  as  it  does  for  action.  When  somebody  has  taken  pre- 
vious action  which  we  do  not  approve  we  should  simply  indorse 
it  by  our  silence,  or  disavow  it  by  our  disapproval.     Here  is 
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a  proposition  that  was  passed  upon  some  time  ago.  There  is 
a  resolution  that  merely  calls  attention  to  it.  You  have  got 
to  do  this  like  a  decision  of  the  Supreme  Court  overruling  one 
of  the  lower  decisions.  Call  attention  to  it  and  say  that 
it  has  been  misconstrued  or  misunderstood.  We  don't  say 
who  did  it,  but  we  want  to  remove  the  misconstruction. 
Well,  you  say,  that  is  a  reflection  on  our  predecessors.  Why 
not?  As  I  said,  it  requires  not  only  the  wisdom  of  God,  but 
it  requires  the  intelligence  of  God  to  discern  what  words  mean 
in  all  their  changing  phases  through  time  and  through  differ- 
ent languages,  and  tell  even  what  the  word  of  God  is  as 
expressed  in  the  Scripture.  The  thing  has  grown  dubious 
through  time  or  use,  or  other  cause,  but  what  of  it?  It 
matters  not.  We  want  to  put  ourselves  clear ;  that  it  is  for 
local  option  and  we  are  for  it  but  under  guidance  of  law,  and 
direction  of  law,  and  restrictions  of  the  legal  things  that  do 
not  destroy  the  essential  rights  of  life,  liberty,  and  protection 
of  property. 

We  stand  for  local  option,  but  not  the  local  option  that  gives 
to  a  community  or  a  subdivision  of  a  community  the  power 
to  destroj^  property,  because  the  State  can  no  more  surrender 
its  sovereign  right,  it  can  no  more  surrender  that  than  it  could 
the  right  to  punish  the  things  that  are  criminal  in  one  manner 
or  another.  If  we  don't  believe  in  it,  we  should  stand  shoulder 
to  shoulder  whether  we  believe  in  the  single  tax,  or  believe  in 
socialism,  or  what  not.  We  ought  to  want  the  state,  which 
is  the  sovereign  power,  to  exercise  that  sovereign  duty  and  sov- 
ereign responsibility  of  determining  what  shall  affect  the  whole 
citizenship,  and  not  what  a  family  or  a  community,  or  a  com- 
bination in  that  little  local  subdivision  might  decide  through 
combination.  When  it  becomes  state  wide,  we  respect  it.  When 
it  comes  to  local  matters  that  are  purely  local,  we  will  give  it 
some  control,  but  we  don't  want  to  give  it  all.  That  is  where 
we  stand.  While  it  is  with  exceeding  regret  that  I  have  to  dif- 
fer from  my  friend,  Mr.  Foote,  I  know  he  docs  not  differ  from 
me  when  it  comes  to  a  desire  to  express  in  plain  and  unequiv- 
ocal terms  what  you  mean.  The  National  Association  and  the 
Executive  Committee  should  so  express  themselves,  and  let 
us  so  express  ourselves.     Let  us  express  ourselves  for  local  op- 
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tion  or  the  power  to  destroy  property,  or  against  local  op- 
tion, against  such  a  power.  We  want  to  get  a  unanimous  expres- 
sion here,  but  where  there  is  something  in  the  past  that  we  are 
divided  about,  let  us  take  it  up,  that's  all.  Let  us  take  it  out. 
There  is  no  more  reason  for  us  standing  for  a  divided  past  prop- 
osition than  there  is  for  standing  for  a  divided  present  propo- 
sition. If  there  is  a  division  on  it,  let  the  majority  speak  their 
views  on  that  question. 

Chairman  Foote  :  If  there  are  any  more  such  speeches  as 
Governor  Noel  has  just  made  to  us,  I  would  be  willing  to  stay 
here  all  night,  that  I  might  hear  every  one  of  them.  One  of  the 
very  best  things  that  I  am  getting  out  of  this  situation  is  to 
look  into  your  faces  and  see  the  universal  good  feeling  that  is 
shown.  We  have  raised  the  question  above  the  level  of  petty 
conditions.  The  resolution  that  is  reported  to  be  misunderstood 
was  adopted  in  1907.  Since  that  time  the  legislatures  of  every 
State  have  been  in  session  several  times.  You  gentlemen  rep- 
resent your  states.  I  want  to  know  if  any  man  in  this  audi- 
ence knows  of  any  bill  providing  for  local  option  taxation  on 
the  lines  Governor  Noel  has  pictured  being  introduced  in  any 
legislature.  I  am  asking  for  information.  If  that  has  not  hap- 
pened in  the  five  years  since  the  adoption  of  this  resolution, 
it  does  not  disclose  a  very  insistent  desire  upon  the  part  of  the 
people  of  any  state  to  enter  upon  the  legislative  procedure  that 
is  feared  may  come  from  the  misconstruction  of  this  resolution. 
I  have  said  to  you  that  I  have  not  heard  of  any  complaint  about 
the  misunderstanding  of  this  resolution  until  I  came  to  Rich- 
mond for  this  conference.  I  would  like  now  to  call  upon  any 
member  of  this  conference  to  recite  for  the  information  of  the 
conference  precisely  what  misinterpretation  or  misrepresentation 
has  been  made  of  this  resolution. 

Mr.  a.  C.  Ripley  (Iowa) :  It  has  been  reported  here  that 
officers  of  this  association  disagreed  upon  the  interpretation 
that  should  be  made  of  this  resolution. 

Chairm.\n  Foote  :  Did  you  hear  that  before  you  came 
here? 

Mr.  Ripley  :  No. 

Chairman  Foote  :  Very  well,  that  answers  my  question.     I 
am  saying  that  I  never  heard  of  any  disagreement  before  I 
2f 
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came  here.  My  request  is  for  any  person  in  this  audience  to 
report  any  misunderstanding  or  misinterpretation  of  this  reso- 
lution that  was  known  to  him  before  he  came  here. 

Mr.  Ripley  :  But  for  my  own  information,  and  what  I  be- 
lieve to  be  the  desire  of  other  persons  attending  this  conference, 
I  would  like  to  know  whether  or  not  the  report  that  I  have 
stated  came  to  me  is  a  fact,  whether  or  not  it  is  true  that  there 
is  a  disagreement  as  to  the  interpretation  placed  upon  the  reso- 
lution referred  to. 

Chairman  Foote  :  I  will  reserve  the  opinion.  I  want  to  know 
if  any  person  here  will  recite  to  the  conference  any  statement 
of  a  misuse  or  a  misunderstanding  of  this  resolution  of  which 
he  had  knowledge  before  he  came  to  Richmond. 

Mr.  Charles  V.  Galloway  (Oregon) :  I  come  from  a  state 
that  has  a  peculiar  tax  situation  at  this  time,  and  you  will  re- 
call that  last  evening  in  my  explanation  of  the  situation  in  Ore- 
gon I  stated  that  during  the  campaign  for  what  we  called  the 
local  option  amendment  no  reference  whatever,  so  far  as  has 
come  to  my  attention,  was  made  to  the  resolution  of  the  con- 
ference of  1907.  No  reference  was  made  in  the  official  publi- 
cations, and  I  have  seen  no  newspaper  reference.  But  I  have 
every  reason  to  believe  that  in  the  campaign  of  next  year, 
when  we  will  have  general  local  option  measures  pending  in 
different  counties,  some  such  use  will  be  made  of  this  1907  reso- 
lution. I  base  that  conviction  not  on  a  mere  supposition,  but 
on  the  fact  that  recently  in  conversation  with  two  individuals 
who  are  interested  in  the  propaganda  for  local  option  in  Ore- 
gon they  have  referred  to  this  resolution  as  giving  an  indorse- 
ment of  a  general  local  option  program.  And  I  have  every 
reason  to  believe,  knowing  as  I  do  that  men  deeply  inter- 
ested in  that  amendment  are  aware  of  this  resolution  and 
have  referred  to  it  personally  to  me,  that  use  will  be  made  of 
it  in  the  campaign  next  year.  I  am  not  citing  this  fact  as  an 
argument  that  this  conference  should  trim  its  resolution  to  fit 
the  situation  in  Oregon,  or  in  any  other  state,  but  the  Chair- 
man asked  for  this  information  and  I  am  trying  to  give  it  as 
frankly  and  fairly  as  I  know  how.  I  will  say  that  I  did  not 
call  it  to  the  attention  of  the  President  of  the  association  prior 
to  coming  here.     It  did  not  occur  to  me  that  it  was  necessary 
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to  say  anything  about  it.  As  a  matter  of  fact  I  have  taken  a 
great  deal  of  comfort  in  the  resolutions  and  proceedings  of  the 
National  Tax  Conference  and  have  used  them  in  opposition 
to  the  local  option  movement  of  that  state.  But  I  say  frankly 
that  I  have  wherever  possible  avoided  the  so-called  local  option, 
or  home  rule,  resolution  of  1907,  and  I  certainly  never  have 
called  it  deliberately  to  the  attention  of  any  one  in  Oregon  who 
might  use  it  against  me. 

Chairman  Foote  :  What  we  are  now  called  upon  to  do  is  to 
protect  ourselves  against  a  future  misuse  of  the  resolution ; 
none  has  been  made  in  the  past.  I  think  from  the  response  that 
has  been  made  to  my  inquiry  that  we  may  call  ourselves  safe 
up  to  the  present  time.  If  there  is  anything  that  can  be  done 
by  this  conference,  or  by  the  National  Tax  Association  that  can 
be  of  service  to  Mr.  Galloway  in  sustaining  his  views  on  this 
matter  in  the  state  of  Oregon  I  hope  it  will  be  done.  I  am 
ready  to  do  what  I  can. 

Professor  Charles  J.  Bullock  (Massachusetts) :  In  reply 
to  your  inquiry  I  wish  to  state  that  at  least  two  years  ago  this 
matter  came  up  in  IMassachusetts  in  public  discussion,  in  which 
I  was  involved,  and  that  resolution  was  quoted  against  me.  I 
also  wish  to  state  that  if  the  members  of  this  conference  will 
turn  to  the  report  of  the  tax  commission  appointed  in  Louisi- 
ana about  three  years  ago,  which  reported  in  favor  of  very 
wide  powers  of  local  option,  though  under  limit,  they  will 
find  this  resolution  quoted  in  support  of  their  recommendation 
which,  while  not  unlimited  local  option,  was  very  much  wider 
than  the  scope  of  these  limited  and  carefully  prescribed  powers, 
etc.,  over  the  subject  of  taxation.  I  should  like  also,  to  answer 
the  gentleman  from  Iowa,  since  I  am  responsible  for  the  state- 
ment to  which  he  refers,  and  to  remind  those  of  you  who  were 
present  at  a  meeting  of  the  conference  a  year  ago,  at  the  business 
session  the  last  morning,  that  our  President  presented  to  us  a 
program  for  practical  progressive  work,  in  which  there  was  a 
proposal  concerning  local  option  that  seemed  to  me  very  far 
to  transcend  the  scope  of  this  resolution,  and,  knowing,  of  course, 
that  the  President  would  not  recommend  anything  that  he 
deemed  to  transcend  the  scope  of  the  resolution,  I  inferred 
from  that  action   that    very  probably    he    misunderstood   the 
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resolution.  I  therefore  called  that  to  the  attention  of  the  asso- 
ciation, and  we  had  an  argument  about  it,  and  it  was  neces- 
sary to  appeal  to  the  first  volume  of  proceedings  of  1907  and 
point  out  these  very  dubious  words,  "if  deemed  expedient," 
and  the  result  was  that  the  association  voted  not  to  approve 
that  particular  article  of  the  President's  program.  That  shows 
that  the  association  was  in  some  doubt  a  year  ago. 

Then  last  night  there  was  a  discussion  of  this  matter,  at 
which  some  of  the  officers  of  the  association  were  present  and 
the  President  will  remember  that  on  these  same  words  his  opin- 
ion and  the  opinion  of  one  other  member  there  apparently 
differed  from  my  own  and  the  opinion  of  Mr.  Purdy,  and  that 
is  the  basis,  so  far  as  I  know,  for  the  statement  to  which  the 
gentleman  from  Iowa  refers.  I  will  undertake  simply  at  this 
time  to  answer  your  question  and  the  question  of  the  gentle- 
man from  Iowa. 

Dr.  D.  S.  Freeman  (Virginia) :  I  really  think,  under  the 
guise  of  a  somewhat  technical  point  to-night,  this  association 
is  confusing  a  very  critical  issue.  Those  who  have  followed 
the  history  of  this  local  option  question  are  aware  that  that 
is  the  particular  bone  of  contention  between  the  single  and 
the  multiple  taxers.  Governor  Noel  in  the  beginning  of  his 
remarks  seemed  to  me  to  deplore  the  fact  that  the  single  tax 
was  involved  in  this  question,  but  as  I  understood  him  in  the 
latter  part  of  his  remarks  he  attacked  the  single  taxers  and  took 
the  position  that  this  question  was  directly  connected  with  the 
single  tax.  There  are  multiple  and  there  are  single  taxers  in 
this  conference.  I  think  I  am  justified  in  offering  the  resolu- 
tion which  I  shall  now  read  because  I  occupy,  I  believe,  a  po- 
sition midway  between  them.  My  experience  in  this  common- 
wealth and  my  observation  of  the  experience  in  other  states 
has  certainly  led  me  to  believe  that  local  option  in  taxation 
without  strong  and  state-wide  restraint  is  one  of  the  most  dan- 
gerous things  to  which  we  can  resort.  On  the  other  hand,  I 
am  by  no  means  convinced  that  the  time  will  not  come  when  the 
land  value  tax  for  state  purposes  will  be  of  good  use.  It  seems 
to  me  that,  in  spite  of  the  tense  feeling  on  both  sides  of  this 
question,  there  is  a  middle  ground  on  which  we  can  agree  and 
that  middle  ground  I  have  shaped  in  the  form  of  a  resolution 
which  I  submit  to  be  added  after  the  first  "resolved." 
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"  Resolved  "Z,  that  in  taking  this  position  (that  is  to  say  against 
local  option)  this  conference  does  not  wish  to  put  itself  on 
record  as  in  any  way  approving  or  opposing  the  single  tax,  be- 
lieving that  the  time  has  not  yet  come  to  formulate  definite 
views  on  this  subject." 

The  question  may  be  asked,  Why  should  that  resolution  be 
proposed  ?  The  reason  is  this.  This  association  and  this  con- 
ference has  a  great  future  before  it.  There  are  men  in  this 
conference  and  men  in  the  National  Tax  Association  who  are 
working  most  assiduously  for  the  general  cause  we  represent. 
Some  of  those  men  are  single  taxers.  If  this  association  to-night 
either  directly  or  indirectly  or  by  direction,  puts  itself  on  record 
as  opposing  local  option  because  local  option  leads  to  single 
tax,  then  I  must  say  we  are  losing  some  of  the  best  supporters 
we  have.  On  the  other  hand,  I,  as  opposed  to  local  option, 
certainly  wish  to  put  ourselves  on  record  in  the  general  line  laid 
down  by  the  report  of  the  resolutions  committee.  I  submit 
that  we  are  not  compromising  ourselves  either  as  local  option- 
ists  or  as  single  taxers  if  we  take  this  middle  ground.  Ten  years 
hence  the  National  Association  may  fight  out  the  question  of 
single  tax;  in  the  meantime  I  beg  that  we  will  not  injure  the 
value  of  our  work  nor  open  the  way  for  future  discussion  by 
taking  any  position  that  could  cause  any  element  in  this  asso- 
ciation to  be  alienated.  I  make  this  appeal  because  I  believe 
that  the  best  results  will  come  through  our  unified  action.  I 
think  we  can  agree  on  this  and  I  trust  we  will  so  do. 

Mr.  Charles  G.  Baldwin  (Maryland) :  I  think  Governor 
Noel  has  fallen  into  an  error  in  regard  to  the  relations  between 
the  actions  of  the  various  tax  conferences  of  different  years. 
I  feel  just  as  tenderly  of  my  duties,  holding  an  appointment  of 
the  Governor  of  Maryland,  as  Governor  Noel  does  of  his,  but 
I  would  ask  the  Governor  to  look  over  his  appointment  and  see 
if  it  does  not  say  that  he  is  appointed  to  serve  in  the  Tax  Con- 
ference in  1911.  If  it  says  anything  about  the  tax  conference 
of  1907,  then  he  can  vote  on  what  they  did,  but  if  it  is  silent  in 
regard  to  1907,  then  Governor  Noel  and  all  of  us  must  be  silent 
in  regard  to  the  actions  of  that  conference.  That  conference 
was  created  by  appointments  made  then  and  it  died  when  it 
adjourned,  and  it  would  take  more  than  Professor  Bullock's 
learning  and  ingenuity  to  resurrect  it. 
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There  is  not  a  single  taxer  here  that  is  at  all  disturbed  about 
the  future  of  the  single  tax  in  this  conference.  There  is  not 
a  single  taxer  here  that  is  going  to  be  alienated  by  any  action  on 
the  question  of  local  option.  They  are  separate  questions. 
But  there  are  not  only  single  taxers,  but  other  people  with  sin- 
gleness of  purpose  that  are  going  to  see  how  unfair  it  is  not  only 
to  put  this  conference  of  1911  on  record  in  a  certain  way  on  a 
certain  subject,  but  to  try  to  put  the  conference  of  1907  on 
record  in  a  certain  way  on  a  certain  thing.  That  is  inherently 
wrong.  Nothing  can  make  it  right.  We  cannot  and  should  not 
disturb  the  dead.  We  have  no  right  to  do  it.  My  Brother 
Bullock  has  been  seeing  ghosts  and  in  the  night  this  old 
Tax  Conference  of  1907  has  been  stalking  through  Richmond, 
and  he  has  heard  what  it  said  and  he  has  told  it,  but  we  are  not 
a  bit  scared,  and  we  see  no  reason  to  pass  any  resolution  based 
on  ghost  stories  of  what  the  conference  of  1907  did. 

I  say  it  is  most  disrespectful  and  I  hope  if  any  young  man 
is  here  five  years  from  now  and  there  is  any  attempt  to  tamper 
with  any  of  the  resolutions  that  have  been  put  through  to- 
night, that  he  will  rise  up  and  say  that  the  words  of  1911  shall 
stand  untampered  with  and  uncontaminated,  and  if  he  don't, 
I  hope  the  ghost  of  1911  will  haunt  those  fellows  all  the  rest  of 
their  lives.  It  takes  away  all  confidence  in  anything  we  do  if 
things  are  not  allowed  to  stand. 

It  is  utterly  impracticable  for  business  purposes  to  think 
for  a  minute  that  we  should  be  here,  not  saying  what  we  think, 
but  saying  in  the  first  paragraph  of  the  resolution  what  was 
done  in  the  first  conference,  in  the  second  paragraph  how  it 
has  been  interpreted,  and  in  the  third  paragraph  what  that  con- 
ference intended,  and  in  the  fourth  paragraph  we  send  a  police- 
man along  with  it  to  say,  "Do  not  forget  what  those  fools 
meant  in  1907."  It  is  a  ridiculous  proposition.  It  will  not 
strengthen  our  work. 

If  you  want  to  say  that  you  do  not  believe  in  local  option  or 
in  allowing  local  bodies  to  grant  exemptions,  say  it.  I  am  not 
much  of  a  single  taxer  —  didn't  know  that  I  was  until  I  read 
the  proceedings  of  the  1909  conference  —  and  I  am  not  sure 
that  I  am  now,  but  I  will  undertake  to  answer  for  every  man  in 
this  room  who  believes  in  single  tax  that  we  will  take  no  offense 
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at  that.  If  you  are  not  against  local  option,  we  want  to  know 
it  and  we  are  going  to  stay  and  learn  the  words  of  wisdom  of  our 
friends  ;  we  are  not  going  to  get  mad  about  it. 

Lieutenant  Governor  L.  P.  Slack  (Vermont) :  I  do  not 
agree  at  all  with  the  attitude  of  Mr.  Baldwin.  We  are  not  dis- 
turbing the  dead.  We  are  trj'ing  to  put  ourselves  in  a  position 
so  that  future  conferences  may  know  what  we  mean  by  what 
has  already  been  said. 

Mr.  Lawson  Purdy  (New  York) :  I  was  the  chairman  of 
the  Committee  on  Resolutions  in  1907  and  I  do  not  recall  that 
I  have  ever  listened  to  so  sad  a  description  of  any  work  that 
I  had  to  do  with  as  the  description  I  have  heard  to-night  of  the 
celebrated  resolution  of  1907.  I  expected  when  I  came  here 
to-night,  for  the  sake  of  brevity  and  peace,  to  vote  for  the  reso- 
lution submitted  by  the  Committee  on  Resolutions,  though 
it  was  presented  by  a  divided  vote.  I  should  not  wish  to  do 
so  now  without  making  this  brief  explanation  because  I  might 
be  regarded  as  accepting  the  description  of  my  resolution  of 
1907.  These  resolutions  of  1907  are,  to  my  mind,  so  carefully 
worded  as  not  to  mean  much.  They  meant  so  little  for  the 
purpose  for  which  I  should  like  to  have  used  them  that  I  do 
not  recall  that  I  ever  did  use  them. 

The  first  and  main  purpose  to  be  served  was  to  place  some 
slight  check  upon  what  seemed  then,  more  than  now,  a  deter- 
mination to  gain  all  state  revenues  from  special  taxes;  and  at 
the  same  time  to  put  a  small  entering  wedge,  very  small  indeed, 
into  the  trunk  of  the  tree  that  Mr.  Corbin  has  been  trying  to 
split  in  Connecticut,  by  providing  some  part  of  state  revenue  by 
an  apportionment  according  to  local  expenditures.  If  that 
were  done,  it  would  leave  the  way  clear  to  give  to  local  govern- 
ing bodies  larger  powers  of  control  over  taxes  of  all  kinds  than 
those  now  possessed. 

The  discussion  to-night  has  seemed  to  indicate  that  local 
governing  bodies  possess  no  power  over  taxation  within  the 
general  laws  of  the  state.  As  a  matter  of  fact  you  all  know 
that  they  do  possess,  in  some  respects,  quite  large  powers  and 
I  doubt  very  much  whether  there  is  any  one  here  who  would 
desire  materially  to  limit  those  powers  any^^'here.  Perhaps 
I  would  go  as  far  as  any  one  in  my  desire  to  stop  the  southern 
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States  from  imposing  a  license  tax  on  business  in  addition  to 
the  general  property  tax,  which  I  think  is  pretty  bad  business 
policy.  Now  that  resolution  of  1907,  which  was  reaffirmed 
in  1908,  says  that  state  revenues  should  be  so  far  divorced  as 
to  permit  and  grant  to  local  authorities  the  carefully  guarded 
powers  over  taxation  and  exemption.  At  all  events  I  believed 
in  that  then  and  I  believe  in  it  now,  and  I  say  this  for  the  pur- 
pose of  getting  it  on  the  record  so  that  my  vote  may  not  by  any 
possibility  be  misunderstood.  I  have  not  the  slightest  ob- 
jection to  the  resolution.  It  was  only  in  connection  with  the 
speeches  made  in  favor  of  it  that  I  was  against  it  and  I  shall 
vote  for  it  together  with  the  amendment  proposed  by  Dr. 
Freeman,  which  I  think  eminently  fair. 

I  do  not  believe  in  granting  to  any  local  governing  bodj'' 
less  than  the  State  the  power  to  make  substantive  tax  laws,  and 
that,  in  substance,  is  what  the  resolution  reported  by  the  com- 
mittee says  the  resolution  of  1907  did  not  mean,  and  I  hardly 
think  it  needs  a  guide  post  to  show  that  it  does  not  mean  it.* 
I  am  sorry  that  the  conference  obviously  is  not  disposed  to 
accede  to  the  wishes  of  our  president,  because  we  have  very 
carefully  throughout  these  various  conferences  refrained  from 
taking  any  action  that  was  in  any  degree  divided.  Possibly 
this  may  not  be  much  divided  to-night ;  I  hope  not,  because  I 
think  I  have  a  greater  interest  in  the  resolution  of  1907  than 
any  one  else  and  I  propose  to  help  the  committee  on  resolutions 
to  put  up  a  sign  post  which  says  it  does  not  mean  to  give  to  any 
local  community  powers  of  general  selection  of  subjects  of  taxa- 
tion. It  certainly  does  not  mean  it.  I  should  not  wish  it  to 
mean  it.  I  shall  gladly  vote  for  the  amendment  of  Dr.  Freeman 
because  I  think  it  only  fair  that  those  branches  of  the  broad 
theories  of  taxation  which  are  not  likely  to  be  involved  in  any 
practical  discussion  here  for  many  years  to  come  should  be  ex- 
cluded from  our  discussion.  This  is  not  a  place  to  come  and 
discuss  at  great  length  the  underlying  theories  of  government. 
Wo  have  too  short  a  time  and  too  much  to  do  with  present-day 
practical  problems. 

Chairman  Foote  :  We  have  with  us  another  member  of  the 
Committee  on  Resolutions  of  1907.  He  was  a  very  active 
member  of  that  Committee  and  since  1907  he  has  been  in  a 


REPORT  OF  COMMITTEE   ON  RESOLUTIONS       441 

position  to  observe  and  learn  much  on  the  question  of  taxation. 
He  has  recently  taken  a  position  that  \vi\\  enable  him  to  learn 
a  great  deal  more  and  a  great  deal  faster.  I  refer  to  Professor 
Adams,  now  Commissioner  Adams  of  the  Wisconsin  Tax  Com- 
mission. Mr.  Adams,  will  you  let  us  have  your  views  upon 
this  question? 

Mr.  T.  S.  Adams  (Wisconsin) :  I  think  Mr,  Bald^vin  does  not 
understand  that  this  is  a  conference  for  the  discussion  of  con- 
troverted questions  and  for  the  indorsement  by  resolution  of 
only  those  things  which  we  can  indorse  unanimously  and  I 
can,  as  a  regular  attendant  upon  these  conferences  heartily 
indorse  the  statement  that  we  have  not  in  the  past  adopted  any 
resolution  which  could  not  be  substantially  unanimously  adopted, 
and  I  regret  exceedingly  to  see  this  division  of  sentiment  appear- 
ing. On  the  other  hand,  recognizing  as  I  do,  that  nothing  in 
the  form  of  a  resolution  has  been  adopted  which  could  not  be 
adopted  unanimously,  I  thinlv  that  we  must  admit  immediately 
the  force  of  the  statement  of  Governor  Noel  that  we  ought  not 
to  continue  to  indorse  any  resolution  which  we  cannot  continue 
to  indorse  unanimously.  I  think  it  is  hardly  fair  to  myself, 
among  others,  because  I  do  not  believe  in  local  option  or  home 
rule,  for  the  friends  of  local  option  and  home  rule  to  ask  us  to 
unanimously  continue  to  subscribe  to  this  statement  by  re- 
printing it  in  subsequent  editions  of  the  proceedings  of  this 
association.  I  think  it  is  hardly  fair  for  this  body  to  pass  a 
resolution  which  does  reflect  upon  local  option  and  home  rule, 
and  I  believe  that  the  resolution  as  now  worded  does  so  reflect. 
I  think  that  we  are  calling  attention  by  this  resolution  and  by 
this  whole  discussion  of  the  subject  to  an  imfortunate  condition 
of  affairs. 

I  see  one  way  out  of  this  situation.  Why  can  we  not  simply 
agree  to  drop  from  subsequent  proceedings  this  resolution  and 
now  and  here,  by  formal  resolution,  to  instruct  the  executive 
committee  and  the  chairman  to  say,  if  any  inquiries  are  made 
respecting  the  omission  or  the  dropping  of  this  resolution,  that 
it  is  dropped  with  the  express  understanding  that  no  opinion 
is  expressed  on  the  desirability  of  either  the  single  tax  or  home 
rule?  That  would  seem  to  such  gentlemen  as  the  gentleman 
from  Vermont  as  refusing  to  face  the  question,  but  you  must 
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remember  that,  in  the  words  of  the  president,  the  usefulness  of 
this  conference  depends  upon  its  refraining  from  expressing 
itself  upon  anything  upon  which  we  have  not  unanimity.  We 
drop  it,  but  we  say  nothing  about  it ;  no  attention  is  directed 
to  it  and  if  here  or  there  somebody  inquires  what  this  means,  the 
chairman  and  the  executive  board  are  authorized  to  say  it  means 
simply  this:  that  the  National  Tax  Association  does  not  wish 
to  express  by  resolution  any  opinion  upon  anything  upon  which 
there  is  a  serious  division  of  opinion,  and  there  was  a  serious 
division  on  this  question,  and  therefore,  we  remain  silent  on  it. 
Professor  Charles  J.  Bullock  (Massachusetts) :  Inas- 
much as  I  was  the  person  who  originally  drafted  this  resolution, 
your  invitation  to  withdraw  it,  of  course,  is  addressed  particu- 
larly to  me.  I  wish  in  the  first  place  to  say,  as  Governor  Noel 
has  done,  that,  of  course,  in  all  matters  coming  up  de  novo  here 
I  have  always  favored  unanimity  and  that  I  brought  this  up, 
anticipating  that  our  action  would  not  be  unanimous,  because 
I  believe  we  have  something  on  the  subject  in  our  declaration 
of  principles,  so  that  the  matter  cannot  be  considered  as  a  matter 
introduced  de  novo ;  it  is  simply  a  question  of  making  sure  that 
what  we  now  have  is  understood  and  is  not  misunderstood,  and 
therefore  I  believe  that  it  is  important  that  we  should  take  some 
action,  though  I  am  not  wedded  to  this  particular  resolution 
if  anything  else  satisfactory  to  the  conference  or  to  the  gentle- 
men who  have  conferred  with  me  about  this  resolution  can  be 
devised.  It  is  only  fair  to  myself  to  say,  however,  that  my 
proposal  which  I  submitted  was  not  at  all  like  this.  The  reso- 
lution that  I  submitted  began  by  reciting  that  whereas  the 
first  conference  adopted  the  resolution  and  that  different  opinions 
have  arisen  about  it,  therefore  be  it  resolved  that  the  fifth  con- 
ference recommend  to  the  association  that  that  resolution  be 
withdrawn  from  the  future  publications  and  statements  of  the 
association.  Professor  Adams'  proposition  was  the  one  I 
originally  made.  That  I  withdrew  at  a  conference  last  night 
with  our  president  and  others  and  in  conference  this  morning 
with  Mr.  Purdy  and  others,  in  favor  of  this  present  one:  '^Re- 
solved, that  this  fifth  conference  is  of  the  opinion  that  local 
governing  bodies  should  not  be  given  power,  etc.,  to  select  the 
objects  of  taxation."     With  very  great  regret,  Mr.  President, 
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I  am  unable  to  withdraw  this  for  the  reasons  I  have  stated  if 
that  means  that  no  action  will  be  taken  by  the  association. 
But  I  am  perfectly  willing  to  withdraw  this,  provided  the  other 
gentlemen  with  whom  I  conferred  consent  and  provided  some 
other  satisfactory  action  is  taken,  and  of  course  I  should  be  more 
than  satisfied  if  the  conference  adopted  the  course  that  I  origi- 
nally proposed,  namely,  that  we  omit  this  plank  from  subse- 
quent statements  of  our  principles.  As  to  the  suggestion  that, 
after  all,  we  are  going  into  ancient  history  and  in  fact  going 
to  the  graveyard,  I  simply  want  to  remind  the  gentleman  from 
Maryland  that  this  association  is  continually  printing  as  state- 
ments of  its  principles  the  resolutions  adopted  by  the  various 
conferences. 

This  resolution  on  local  option  about  which  so  many  kind 
and  complimentary  personal  things  were  said  this  evening  and 
which  I  have  enjoyed  as  much  as  any  of  you,  was  not  of  my 
drafting,  but  was  suggested  to  me  and  was  accepted  in  the  place 
of  the  resolution  of  Professor  Adams.  In  answer  to  the  request 
of  the  president,  I  desire  to  state  that  I  cannot  withdraw  this 
resolution  except  for  some  satisfactory  substitute ;  that  if  there 
is  a  satisfactory  substitute,  I  can  withdraw  this  and  if  Professor 
Adams  wishes  to  press  his  motion,  which  was  my  original  prop- 
osition, of  course  I  shall  much  prefer  to  have  tliat  adopted 
rather  than  this  resolution. 

Professor  John  E.  Brindley  (Iowa) :  It  seems  to  me  that 
it  would  be  unfortunate  to  place  or  attempt  to  place  the  con- 
ference on  record  under  circumstances  such  as  have  been  re- 
vealed here.  I  do  not  believe  it  is  necessary.  I  feel  that  in 
a  case  of  this  kind  the  most  dignified  way  out  of  the  difficulty 
would  be  the  one  suggested  by  Professor  Adams,  and  if  Mr. 
Adams  makes  that  as  a  motion,  I  second  that  motion  so  that 
the  conference  will  not  be  placed  on  record  either  way. 

Mr.  Walter  M.  Adriance  (New  Jersey)  :  I  enjoyed  as  much 
as  you  did,  Mr.  Chairman,  the  speech  which  Governor  Noel 
delivered,  but  it  seems  to  me  that  Mr.  Baldwin  touched  correctly 
the  weak  spot  in  his  argument.  Governor  Noel  failed  to  con- 
vince me  of  the  responsibility  which  rests  upon  this  conference 
for  the  acts  of  the  conference  of  1907.  It  seems  to  me  that  these 
conferences  are  not  directly  united  and  yet  they  have  an  indirect 
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connection;  the  association  has  a  relation  to  each  conference 
and  so  there  is  an  indirect  relation  which  it  seems  to  me  is  inti- 
mate enough  to  justify  us  in  feeling  a  very  strong  desire  that  the 
action  of  a  previous  conference  should  not  be  misunderstood, 
misrepresented,  or  misused.  If,  then,  without  falsifying  the 
record,  as  it  seems  to  me  is  contemplated  by  Professor  Adams  — 

Mr.  Adams  :  There  are  four  volumes  now  in  existence  and 
they  are  going  to  remain  in  existence  until  the  libraries  are  in 
dust.     How  can  you  blot  it  out? 

Mr.  Adriance  :  It  seems  to  me  a  falsification  of  the  records. 
I  am  very  much  impressed  with  the  compromise  amendment 
offered  by  Dr.  Freeman.  There  is  at  least  a  possibility  that 
unanimous  agreement  might  be  obtained  for  the  passage  of  the 
resolution  as  offered  as  amended  by  Mr.  Freeman's  suggestion. 
If  that  could  be  done,  would  not  Professor  Bullock  be  satisfied ; 
would  not  Governor  Noel  be  satisfied ;  would  not  the  single- 
taxers  be  satisfied ;  and  would  not  President  Foote  be  satisfied 
because  the  action  taken  was  unanimous?  It  might  be  done 
by  resolving  this  meeting  into  a  committee  of  the  whole  and 
taking  a  straw  vote  on  it. 

Professor  Brindley  :  I  cannot  agree  with  the  suggestion 
just  made.  I  do  not  see  any  reason  why  this  conference  should 
go  on  record  or  attempt  to  go  on  record  on  a  question  about 
which  there  is  not  only  so  much  difference  of  opinion,  but  differ- 
ence of  very  fundamental  opinion.  If  you  were  to  adopt  this 
resolution  as  amended  by  Dr.  Freeman,  you  would  still  be  trying 
to  patch  up  something  about  which  there  is  not  full  accord. 
It  is  bound  to  come  up  sooner  or  later.  I  fully  agree,  Mr.  Presi- 
dent, with  your  statement  that  whatever  is  done  here  ought 
to  be  done  as  nearly  as  possible  with  the  unanimous  voice  of  this 
conference.  There  is  a  fundamental  difference  of  opinion  on 
this  point,  and,  as  a  delegate  to  this  conference,  I  want  to  say 
that  I  do  not  care  to  go  on  record  in  favor  of  a  resolution  or 
against  it  which  is  going  to  directly  or  indirectly  affect  the 
situation  in  New  York  City  or  in  any  other  locality.  I  feel 
that  as  long  as  this  conference  cannot  agree  on  this  proposition 
that  the  wise  and  dignified  way  out  of  the  difficulty  is  the  one 
suggested  by  Dr.  Adams. 

Mr.  Charles  V.  Galloway  (Oregon) :  A  regular  resolutions 
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committee  was  appointed  in  a  regular,  and  I  assume  a  lawful, 
manner.  Of  that  resolutions  committee,  a  subcommittee  of 
seven  was  appointed  to  consider  ever>'  resolution  to  be  submitted 
to  this  conference.  That  subcommittee  considered  this  local 
option  resolution  and  after  a  whole  lot  of  adjustment  and  amend- 
ment reported  this  resolution,  which  was  further  considered  for 
about  two  hours  by  the  entire  committee  on  resolutions  and  was 
further  amended.  I  don't  see  the  use  of  coming  in  here  now 
and  offering  substitutes  and  further  amendments.  I  would 
rather  for  my  part,  regardless  of  the  situation  in  Oregon  or  any- 
where else,  see  that  resolution  just  as  it  came  from  the  resolu- 
tions committee  come  to  a  vote  here.  If  it  is  passed  by  a  sub- 
stantial majority,  all  right.  If  it  is  not  passed,  it  is  all  right 
with  me,  and  I  hope  that  it  will  be  all  right  with  every  one.  I 
am  glad  to  see  the  temper  that  is  displayed  in  this  meeting; 
it  is  entirely  more  pleasant  than  was  displayed  outside.  There 
was  some  talk  that  this  would  break  up  the  conference.  Of 
course,  that  was  entirely  aside,  for  this  National  Tax  Associa- 
tion is  altogether  too  important  a  body  and  has  altogether  too 
important  work  to  perform  for  that  work  or  the  association  to 
be  injured  by  any  resolution  that  might  be  passed  or  defeated. 
If  you  were  to  pass  a  resolution  here  saying  that  we  all  had  to 
eat  prunes  for  breakfast,  it  would  not  affect  the  work  or  value 
of  this  association.  If  you  pass  it,  I  am  not  going  to  be  worried 
about  it ;  I  am  not  going  to  be  worried  about  any  other  situa- 
tion, but  I  do  believe  that  we  ought  to  take  the  resolution  as  it 
is  and  either  approve  it  or  defeat  it. 

Mr.  Samuel  Lord  (Minnesota) :  Is  there  any  way  of  telling 
how  large  a  part  of  the  conference  is  here  present  or  not? 

I  certainly  believe  that  in  attempting  to  change  an  original 
resolution  at  least  we  ought  to  have  a  majority  of  the  con- 
ference. I  do  not  think  that  it  ought  to  have  simply  the  assent 
of  a  majority  of  perhaps  a  small  minority  of  the  conference; 
that  would  leave  us  in  worse  shape  than  we  were  before.  At 
least,  my  view  is  that  a  minority  of  this  conference  ought  not  to 
speak  for  the  majority  or  for  the  entire  conference. 

My  attitude  is  this  —  suppose  we  had  dwindled  down  to- 
night to  three  or  four  members,  what  authority  would  they 
have  to  give  out  an  expression  from  this  conference?     WTien 
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it  was  understood  that  it  was  passed  by  so  small  a  number  of 
the  members,  would  it  be  the  recommendation  of  the  National 
Tax  Conference  or  would  it  be  simply  the  expression  of  the  views 
of  three  or  four  men? 

Chairman  Foote  :  The  question  raised  by  Mr.  Lord  is, 
whether  or  not  we  have  a  quorum  competent  to  do  business.  I 
do  not  recall  that  in  our  rules  we  have  any  rule  whatever  as 
to  the  quorum  for  a  conference.  We  have  a  rule  in  our  consti- 
tution as  to  the  quorum  of  the  association.  Having  no  rule  for  a 
quorum  of  the  conference,  I  should  say  that  it  would  require  a 
majority  of  the  whole  number  of  delegates  who  have  been  present 
in  the  conference  to  make  a  quorum  competent  to  do  business. 

Mr.  a.  C.  Pleydell  (New  Jersey)  :  I  have  been  a  delegate 
at  prior  conferences,  appointed  by  the  Governor  of  New  Jersey. 
This  year  our  Governor  appointed  three  delegates  who  all  ex- 
pected to  attend,  and  who  have  all  attended,  and  I  did  not  seek 
any  credentials  as  an  alternate.  I  suppose  that,  strictly  speak- 
ing, as  no  one  but  a  delegate  can  vote  upon  a  resolution,  that 
only  a  duly  accredited  delegate  should  take  part  in  the  discus- 
sion on  the  question  of  a  quorum.  But  my  colleagues  have  all 
returned  on  the  early  train,  believing  that  these  matters  had 
been  adjusted  satisfactorily.  While  I  do  not  know  how  they 
would  vote,  one  of  them  expressed  his  agreement  with  my  re- 
marks last  night,  and  the  others  have  in  general  so  spoken.  But 
waiving  that,  I  wish  one  statement  to  be  on  the  record  if  any 
action  is  taken  in  regard  to  this  resolution.  On  behalf  of  those 
gentlemen  I  take  the  responsibility  of  saying  that  the  Governor 
of  our  state  is  not  entirely  opposed  to  the  application  of  the 
local  option  principle.  He  has  expressed  himself  as  favorably 
inclined  toward  a  measure  of  that  kind  in  the  last  legislature, 
which  possibly  will  be  introduced  in  the  next  legislature.  I 
should  not  wish  that  the  record  should  show  that  there  were 
three  delegates  present  from  the  state  of  New  Jersey  when  a 
resolution  was  adopted  unanimously  against  local  option,  and 
perhaps  have  that  quoted  to  embarrass  the  Governor  of  our  state 
in  connection  with  measures  he  might  desire  to  recommend 
to  the  legislature  in  January  next,  or  that  might  come  up  for 
discussion  then,  and  to  that  extent  I  enter  a  query  as  to  the 
opinions  of  the  New  Jersey  delegates  and  ask  leave  to  enter  a 
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statement  on  the  record  of  their  absence  and  nonparticipation 
in  these  proceedings. 

Chairman  Foote  :  The  question  of  a  quorum  has  never  been 
raised  in  any  conference.  We  have  never  attempted  to  separate 
the  delegates  from  other  persons  who  may  be  in  the  audience. 
You  will  see  at  once  that  that  process  was  not  necessary  as  long 
as  the  resolutions  were  adopted  unanimously. 

It  seems  to  me  that  we  have  exhausted  ourselves  in  the  ex- 
pression of  opinion.  Is  there  anybody  else  who  wishes  to  make 
any  remarks  ?  Reports  came  to  me  that  there  was  a  good  deal 
of  bitterness  and  feeling  over  this  question.  The  discussion  has 
shown  us  the  differences  of  opinion  from  the  standpoint  of  per- 
fect good  will  and  good  nature. 

There  are  three  propositions  suggested:  first,  the  resolution 
presented  by  the  committee;  second,  a  proposed  amendment 
to  that  resolution,  offered  by  Dr.  Freeman ;  and  third,  the  sug- 
gestion made  by  Professor  Adams. 

Mr.  Purdy  :  I  think  that  Professor  Adams'  proposal  is  most 
considerate  both  to  those  who  like  the  old  resolution  and  to  those 
who  do  not.  It  is  also  a  considerate  proposal  to  our  President, 
who  does  not  want  us  to  go  on  record  as  affirming  by  a  divided 
vote  any  proposition.  Now,  if  we  adopt  Professor  Adams' 
suggestion,  it  saves  our  rights  all  around ;  we  say  that  it  is  in- 
expedient for  the  association  to  try  to  express  an  opinion  upon 
this  subject. 

Chairman  Foote  :  If  you  are  willing,  I  shall  call  the  discus- 
sion closed  and  ask  for  a  vote.  The  vote  will  come  upon  the 
question  of  adopting  Professor  Adams'  substitute.  Professor 
Adams,  will  you  read  it? 

Professor  Adams  :  "Resolved,  that  it  is  inexpedient  for  this 
conference  to  express  any  opinion  upon  the  subject  of  single 
tax  or  local  option  or  home  rule  in  taxation  and  therefore,  with- 
out expressing  anj'  opinion  upon  this  subject,  the  officers  of  the 
association  be,  and  hereby  are,  instructed  to  omit  from  subse- 
quent proceedings  of  the  association  the  resolution  dealing  ^vith 
the  separation  of  sources  and  home  rule  adopted  at  the  confer- 
ence of  1907." 

Judge  Leser:  Could  I  ask  Professor  Bullock  to  read  bis 
original  resolution? 
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Professor  Bullock  :  In  my  original  there  was  no  reference 
to  single  tax  because  we  never  had  any  resolution  mentioning 
it.  I  therefore  move  to  amend  this  resolution  by  striking  out 
the  reference  to  single  tax,  leaving  only  the  reference  to  local 
option,  which  is  the  only  thing  upon  which  we  have  any  resolution 
adopted. 

Professor  Adams  :  I  am  willing  to  accept  anything  in  the 
interest  of  peace  and  harmony.  If  the  omission  of  that  reference 
will  conduce  to  the  adoption  of  the  resolution,  I  am  willing  to 
drop  it. 

Professor  Bullock  :  I  was  ready  fifteen  minutes  ago  to 
accept  something  like  that  in  the  hope  that  it  would  be  unani- 
mously adopted  by  the  conference,  but  objection  was  immediately 
raised.  Now  I  believe,  considering  the  welfare  of  the  association, 
that  the  best  thing  we  can  do  that  v/ill  be  best  for  the  associa- 
tion is  to  vote  upon  the  committee  resolution  and  therefore 
I  cannot  accept  the  substitute. 

Professor  Adams  :  Mr.  Chairman,  I  accept  Mr.  Bullock's 
suggestion  that  the  single  tax  be  omitted  and  the  resolution 
would  then  read : 

"Resolved:  that  it  is  inexpedient  for  this  conference  to  ex- 
press any  opinion  upon  the  subject  of  local  option  or  home 
rule  in  taxation  and  therefore,  without  expressing  any  opinion 
upon  this  subject,  the  officers  of  the  association  be,  and  hereby 
are,  instructed  to  omit  from  subsequent  proceedings  of  the 
association  the  resolution  dealing  with  the  separation  of  sources 
and  home  rule  adopted  at  the  conference  of  1907." 

Chairman  Foote  :  You  have  heard  the  resolution  which  is 
offered  as  a  substitute  for  the  resolution  presented  by  the  res- 
olutions committee  and  the  amendment  thereto.  All  in  favor 
of  the  substitute  as  offered  by  Commissioner  Adams  please  say 
Aye ;  contrary.  No.  The  Ayes  seem  to  have  it.  They  have  it. 
That  vote  does  away  with  the  resolution  as  offered  by  the  res- 
olutions committee  and  the  amendment  thereto  as  offered  by 
Dr.  Freeman.  The  substitute  is  adopted  by  the  vote  taken. 
I  will  now  ask  you  to  vote  upon  the  substitute  as  offered.  All 
those  in  favor  of  the  substitute  as  offered  l)y  Professor  Adams 
please  signify  it  by  saying  Aye;  the  contrary,  No.  The  Ayes 
evidently  have  it.  The  substitute  is  adopted  as  the  action  of  the 
conference  upon  this  question. 
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This  closes  the  program  for  this  conference.  I  wish  to  call 
attention  to  one  important  fact.  When  the  first  conference  was 
organized,  Governor  Harris  of  Ohio  invited  the  Governors  of 
the  several  states  to  appoint  delegates  to  the  conference.  That 
was  purely  an  experiment.  It  seemed  so  successful  that  we 
resolved  to  go  into  a  permanent  organization  and  hold  annual 
conferences.  Since  that  time,  the  Governor  of  the  state  where 
the  conference  was  to  be  held  has  issued  the  invitation  to  the 
Governors  of  the  several  states.  With  each  successive  year  we 
have  taken  advantage  of  the  wisdom  that  comes  from  ex- 
perience and  have  made  the  invitation  more  definite.  In  the 
invitation  issued  by  Governor  Mann  he  requested  the  Governor 
who  appointed  delegates  to  this  conference  to  instruct  those 
delegates  to  report  to  the  Governor  who  appointed  them,  upon 
the  work  of  this  conference.  I  think  you  will  all  agree  that 
a  report  of  that  kind  made  to  the  Governor  of  each  state  in 
proper  form,  and  if  he  should  choose  to  do  so,  transmitted  to 
the  legislature  of  his  state,  will  go  a  long  way  toward  establish- 
ing the  influence  and  prestige  of  the  conference  and  of  the 
association.  I  therefore  urge  each  delegate  who  has  been  pres- 
ent to  make  the  report  requested,  and  ask  that  a  copy  be  sent 
me.  If  there  are  any  other  suggestions  to  be  made  for  the 
guidance  of  our  work,  I  will  receive  them  now. 

Judge  Leser  :  It  would  be  a  good  idea  to  ask  the  delegates 
to  publish  the  reports  in  their  localities. 

Mr.  George  W.  Bland  (West  Virginia)  :  This  is  the  first 
conference  I  have  attended  and  I  would  like  to  ask  if  the  con- 
ferees will  be  furnished  with  printed  reports  of  these  proceed- 
ings. I  have  not  taken  any  written  notes  and  if  a  copy  of  the 
proceedings  was  in  our  hands,  it  would  greatly  facilitate  making 
our  report  to  the  Governor. 

Chairman  Foote  :  A  summary  of  the  conference  that  will 
include  the  texi:  of  the  resolutions  adopted  will  be  prepared  and 
sent  to  every  delegate.  We  will  do  that  promptly  because  it 
will  be  about  the  first  of  January  before  the  regular  volume  of 
proceedings  will  be  issued  and  we  think  that  a  delegate  can  write 
a  much  better  report  when  it  is  fresh  in  his  mind. 

The  conference  thereupon  adjourned. 
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CONSTITUTIONAL    RESTRAINTS    ON    THE 
TAXING  POWER 

A  MEMORIAL  SUBMITTED  FOR  THE  CONSIDERATION  OF  THE 
CONSTITUTIONAL  CONVENTIONS  OF  NEW  MEXICO  AND 
ARIZONA  ON  BEHALF  OF  THE  INTERNATIONAL  TAX  AS- 
SOCIATION,   OCTOBER,     1910 

The  first  National  Conference  on  State  and  Local  Taxation  held 
in  1907,  at  which  thirty-three  States  were  represented  by  dele- 
gates officially  appointed  by  the  Governors  of  the  several  States, 
unanimously  adopted  the  following  resolution: 

"  Whereas,  The  greatest  inequalities  have  arisen  from  laws  designed 
to  tax  all  the  widely  differing  classes  of  property  in  the  same  way, 
and  such  laws  have  been  ineffective  in  the  production  of  revenue,  and 
whereas  the  appropriate  taxation  of  various  forms  of  property  is  ren- 
dered impossible  by  restrictions  upon  the  taxing  power  contained  in 
the  constitutions  of  many  of  the  States : 

"  Resolved,  That  all  state  constitutions  requiring  the  same  taxation 
of  all  property,  or  otherwise  imposing  restraints  upon  the  reasonable 
classification  of  property,  should  be  amended  by  the  repeal  of  such 
restrictive  provisions." 

It  is,  of  course,  as  important  that  a  new  constitution  should  not 
prove  an  obstruction  to  the  enactment  of  proper  tax  laws,  as  that 
restrictive  provisions  in  old  constitutions  should  be  modified  or 
repealed. 

Therefore,  in  accordance  with  the  spirit  of  the  above  resolution, 
we  hereby  present  for  your  consideration  some  suggestions  in 
regard  to 'appropriate  forms  of  constitutional  provisions  concerning 
taxation,  based  upon  the  experience  of  the  several  States. 
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I 

The  constitutions  of  ten  States  place  no  restraint  upon  the 
reasonable  classification  of  property  for  taxation.  These  States 
are: 

Connecticut,  Delaware,  Maryland,  Minnesota,  New  Jersey,  New 
York,  Pennsylvania,  Rhode  Island,  Vermont,  Oklahoma. 

In  the  older  of  these  States,  the  absence  of  such  restrictions 
upon  taxation  has  enabled  them  to  modify  their  tax  laws  so  as  to 
meet  modern  conditions,  and  the  result  has  been  such  marked 
advantage  that  the  States  whose  constitutions  do  not  permit  the 
classification  of  property  are  almost  without  exception  trying  to 
secure  changes  in  their  constitutions  that  will  enable  them  to  im- 
prove their  tax  systems. 

The  most  recent  constitution  adopted,  that  of  Oklahoma,  per- 
mits the  classification  of  property  in  accordance  with  representa- 
tions made  to  the  constitutional  convention  along  the  same  general 
lines  as  contained  in  this  memorial. 

The  constitution  of  Minnesota  formerly  prevented  any  classifica- 
tion of  property.  As  the  result  of  the  report  of  a  special  tax 
commission,  an  amendment  designed  to  permit  classification  was 
submitted  in  1902,  and  while  it  failed  then,  an  amendment  in  sub- 
stantiallj'  the  same  form  was  ratified  at  the  election  of  1906. 

This  amendment  was  similar  in  character  to  the  tax  provision 
which  we  herewith  submit  for  your  consideration. 

II 

In  the  constitutions  of  thirty-two  States  there  are  provisions 
Ihat  require  the  taxation  of  practically  every  kind  of  propertj-  in 
the  State  by  a  uniform  method  of  valuation,  and  at  the  same  rate. 
These  provisions  were  adopted  years  ago,  before  the  development 
of  modern  industrial  conditions.  For  example,  when  the  pro- 
vision in  the  Ohio  constitution  was  adopted,  there  were  only  twenty- 
six  miles  of  railroad  in  the  State,  but  that  provision  prevents  the 
enactment  of  laws  for  the  taxation  of  railroad  property  such  as 
have  been  adopted  in  Minnesota  and  a  number  of  other  States. 

The  inequalities  in  taxation  resulting  from  the  attempt  to  en- 
force a  uniform  rule  of  assessment  and  taxation,  regardless  of  the 
character  of  the  property,  have  been  so  marked  that,  in  a  number 
of  these  States,  strong  efforts  have  been  made  to  secure  a  repeal  or 
modification  of  such  constitutional  provisions. 

In  Ohio  tax  amendments  to  the  constitution  have  been  sub- 
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mitted  several  times.  Each  time  they  have  received  a  greatly 
increased  favorable  vote,  and,  in  1908,  the  total  vote  in  favor  of 
the  amendment  was  339,000  and  the  negative  vote  95,000.  Un- 
fortunately, the  Ohio  constitution  can  only  be  amended  by  affirma- 
tive votes  equal  in  number  to  a  majority  of  the  total  vote  cast  for 
state  officers  at  the  same  election,  and  so  far  it  has  been  impossible 
to  secure  the  requisite  vote,  as  every  one  who  fails  to  vote  for  an 
amendment  is  practically  counted  as  against  it. 

Similar  requirements  in  other  States  have  helped  to  defeat  tax 
amendments,  because  such  amendments  do  not  ordinarily  arouse 
enthusiasm  or  create  an  issue. 

The  Legislature  of  Oregon  has  submitted  two  amendments  to  be 
voted  on  this  fall  designed  to  repeal  the  present  requirement  of 
uniformity  and  permit  reasonable  classification  similar  in  general 
language  to  the  provisions  we  propose. 

Special  tax  commissions  appointed  to  investigate  complaints 
against  inequalities  in  taxation  in  States  where  the  uniform  rule 
was  embedded  in  the  constitution,  have  pointed  out  time  and 
again  that  there  could  be  no  relief  from  unequal  and  unjust  taxa- 
tion until  such  provisions  were  repealed,  and  the  Legislatures  em- 
powered to  change  their  tax  sj'^stems  to  conform  to  modern  con- 
ditions of  industrial  development  and  diversified  investments. 

Ill 

We  submit  for  your  consideration  the  following  text  as  the  sole 
provision  necessary  to  be  embodied  in  your  constitution  on  the 
matter  of  taxation: 

"  The  power  of  taxation  shall  never  be  surrendered,  suspended, 
or  contracted  away.  All  taxes  shall  be  uniform  upon  the  same  class 
of  property  within  the  territorial  limits  of  the  authority  levying  the 
tax,  and  shall  be  levied  and  collected  for  public  purposes  only."  ^ 

It  does  not  seem  to  us  expedient  to  lay  any  restriction  upon  the 
power  of  the  Legislature  to  exempt  certain  classes  of  property  from 
taxation.  We  assume  that  you  will  provide  elsewhere  in  your 
Constitution  for  restriction  upon  the  power  of  the  Legislature  to 
pass  special  laws  affecting  localities,  persons,  or  corporations.  Em- 
bodying in  the  Constitution  specific  provision  for  the  exemption 

1  Adopted  as  section  1  of  Article  9  of  Arizona  Constitution.  While 
that  article  contains  several  other  provisions  relating  to  taxation,  these 
do  not  conflict  with  the  purposes  of  this  section. 
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of  churches  and  charitable  institutions,  or  other  proper  subjects 
for  exemption,  does  not  seem  to  us  to  be  necessary.  Under  the 
provision  we  have  recommended  it  would  be  perfectly  proper  to 
grant  such  exemptions  by  general  law. 

The  difficulty  of  arousing  public  interest  and  securing  the  amend- 
ment of  restrictive  constitutional  tax  provisions  is  shown  by  the 
experience  of  Ohio  and  other  States.  This  emphasizes  the  im- 
portance of  confining  the  language  of  your  tax  provisions  to  a 
simple  guarantee  of  fundamental  rights,  and  avoiding  phrases  that 
may  be  interpreted,  as  has  happened  in  other  States,  as  compelling 
a  uniform  rule  and  forbidding  classification  of  property. 

For  purposes  of  comparison,  we  submit  herewith  the  text  of  the 
Minnesota  constitutional  provisions  regarding  taxation,  as  amended 
by  the  people  in  1906.  We  submit,  also,  the  text  of  the  two  amend- 
ments submitted  by  the  Legislature  and  pending  in  Oregon.  It 
will  be  seen  that  these  are,  in  effect,  similar  to  the  provision  which 
we  suggest. 

Minnesota  Constitution,  Article  9,  Section  1 

"  The  power  of  taxation  shall  never  be  surrendered,  suspended, 
or  contracted  away.  Taxes  shall  be  uniform  upon  the  same  class 
of  subjects,  and  shall  be  levied  and  collected  for  public  purposes, 

but  public  burying  grounds,  public  school  houses,  public  hospitals, 
academies,  colleges,  universities,  and  all  seminaries  of  learning,  all 
churches,  church  property,  and  houses  of  worship,  institutions  of 
purely  public  charity,  and  public  property  used  exclusively  for  any 
public  purpose,  shall  be  exempt  from  taxation,  and  there  may  be 
exempted  from  taxation  personal  property  not  exceeding  in  value 
$200,  for  each  household,  individual  or  head  of  a  family,  as  the 
legislature  may  determine:  Provided,  that  the  legislature  may 
authorize  municipal  corporations  to  levy  and  collect  assessments 
for  local  improvements  upon  property  benefited  thereby  without 
regard  to  the  cash  valuation,  and,  provided  further,  that  nothing 
herein  contained  shall  be  construed  to  affect,  modify,  or  repeal  any 
existing  law  providing  for  the  taxation  of  gross  earnings  of  rail- 
roads." 

(The  words  in  bold-face  type  are  new  matter,  replacing  a  require- 
ment for  taxation  of  all  property  by  uniform  rule.  The  other 
matter  is  largely  superfluous,  but  as  it  does  not  interfere  with 
classification  was  retained  to  avoid  possible  objections.  Two 
other  tax  sections  were  repealed.) 
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Oregon  Taxation  Constitutional  Amendments  submitted  by 
the  Legislature  are  as  follows:  ^ 

1.  To  repeal  Section  32  of  Article  1  which  now  reads:  "  No  tax 
or  duty  shall  be  imposed  without  the  consent  of  the  people  or  their 
representatives  in  the  Legislative  Assembly;  and  all  taxation  shall 
be  equal  and  uniform." 

And  substitute: 

"  Sec.  32.  No  tax  or  duty  shall  be  imposed  without  the  consent 
of  the  people  or  their  representatives  in  the  Legislative  Assembly. 
Taxes  shall  be  levied  and  collected  for  public  purposes  only,  and 
the  power  of  taxation  shall  never  be  surrendered,  suspended,  or 
contracted  away." 

2.  To  repeal  section  1  of  Article  9  which  now  reads:  "The 
Legislative  Assembly  shall  provide  by  law  for  uniform  and  equal 
rate  of  assessment  and  taxation;  and  shall  prescribe  such  regula- 
tions as  shall  secure  a  just  valuation  for  taxation  of  all  property, 
both  real  and  personal,  excepting  such  onlj-  for  municipal,  educa- 
tional, literary,  scientific,  religious,  or  charitable  purposes,  as  may 
be  speciallj'  exempted  by  law." 

And  substitute: 

"  Sec.  1.  The  Legislative  Assembly  shall,  and  the  people  through 
the  initiative  may,  provide  by  law  a  uniform  rule  of  taxation,  ex- 
cept on  property  specifically  taxed.  Taxes  shall  be  levied  on  such 
property  as  shall  be  prescribed  by  law.  The  Legislature,  or  the 
people  through  the  initiative,  may  provide  for  the  levy  and  col- 
lection of  taxes  for  state  purposes,  and  for  county,  and  for  other 
municipal  purposes,  upon  different  classes  of  property,  and  may 
provide  for  the  ascertainment,  determination,  and  application  of 
an  average  rate  of  levy  and  taxation  upon  property  taxed  for  state 
purposes." 

IV 

To  adopt  provisions  permitting  the  classification  of  property 
such  as  we  recommend  does  not  commit  the  state  to  any  particular 
policy  or  system.  It  simply  makes  it  possible  for  such  gradual 
changes  to  be  made  as  from  time  to  time  shall  seem  desirable. 
The  States  where  the  constitutions  do  not  tie  the  hands  of  the 
Legislatures  in  matters  of  taxation  have  not  attempted  or  suggested 
the  adoption  of  uniformity  clauses.     The  States  where  the  consti- 

1  See  addresses  by  A.  C.  Pleydell  and  Chas.  V.  Galloway  in  this 
volume. 
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tutions  do  provide  for  a  "  uniform  rule  "  are  the  ones  that  are 
suggesting  and  submitting  constitutional  amendments. 

No  State  has  yet  devised  a  perfect  and  satisfactory  tax  system. 
But  it  is  significant  that  the  States  in  which  the  most  progress  has 
been  made  are  those  in  which  the  constitutions  have  permitted 
gradual  changes  to  be  made  in  order  that  the  burdens  of  taxation 
might  be  more  equitably  distributed. 

For  example,  the  separation  of  the  sources  of  state  and  local 
revenue  has  been  advocated  by  economists  and  tax  commissions. 
This  policy  has  been  followed  by  several  States  to  the  point  where 
all  state  revenues  are  collected  by  special  taxes  and  there  is  no 
direct  tax  upon  property  locally  assessed. 

Connecticut,  New  Jersey,  New  York,  and  Pennsylvania  are 
striking  examples  of  this  policy,  which  they  could  not  have  fol- 
lowed except  that  their  constitutions  are  practically  silent  on  the 
subject  of  taxation. 

This  year  New  York  will  raise  its  forty  millions  of  dollars  of 
state  revenue  entirely  by  special  taxes.  Connecticut,  Pennsyl- 
vania, and  Maryland  have  increased  their  public  revenues  by  special 
taxes  that  would  have  been  impossible  had  the  constitution  re- 
quired a  uniform  rule  of  taxation.  The  constitution  of  Massachu- 
setts prohibits  classification,  and  in  that  State  strong  efforts  are 
being  made  to  secure  an  amendment  with  the  avowed  purpose. of 
following  the  policy  of  Maryland  and  Pennsylvania  in  regard  to 
certain  special  taxes. 

On  the  other  hand,  in  States  where  the  constitution  requires  a 
uniform  rule,  laws  designed  to  equalize  tax  burdens  have  been 
declared  unconstitutional  time  and  again,  because  of  the  existence 
of  the  uniformity  clause. 

V 

At  the  Columbus  Conference  on  State  and  Local  Taxation  at 
which  the  resolution  first  quoted  was  adopted,  representatives  were 
present  from  States  where  the  constitutions  were  silent  on  the 
subject  of  taxation;  from  States  where  some  powers  of  classifica- 
tion were  allowed  to  the  legislature;  and  from  States  where  the 
cast-iron  rule  of  uniformity  had  been  embedded  in  the  constitution 
for  many  years.  These  delegates  were  appointed  by  the  Governors 
of  their  States  and  by  universities,  and  represented  practical  ad- 
ministrators and  students  of  economic  subjects  from  thirty-three 
states.  These  drlcgatcs  were  agreed  unanimously  that  constitu- 
tions should  be  free  from  limitations  on  the  power  of  the  Legislature 


1 


CONSTITUTIONAL   RESTRAINTS  ON   TAXING   POWER    457 

to  classify  property.  They  had  arrived  at  this  conclusion  either 
by  a  knowledge  of  the  benefits  resulting  in  their  own  States  from 
the  absence  of  such  restrictions,  or  from  experience  with  the  evils 
which  followed  upon  such  restrictions. 

The  reports  of  investigating  tax  commissions,  the  discussions  by 
students  of  taxation,  and  the  long  list  of  tax  amendments  of  vari- 
ous kinds  submitted  by  state  legislatures  in  an  effort  to  mitigate 
the  effects  of  restrictive  tax  provisions,  all  point  to  the  same  con- 
clusion as  that  set  forth  in  the  resolution  of  the  Columbus  Con- 
ference. 

We  believe  the  tax  provision  which  we  have  suggested,  in  har- 
mony with  these  conclusions,  allows  opportunity  for  progressive 
legislation,  and  guarantees  to  the  citizens  of  the  State  their  funda- 
mental rights. 

Respectfully  submitted, 

INTERNATIONAL  TAX  ASSOCIATION. 

Allen  R.  Foote,  President, 

President  Ohio  State  Board  of  Commerce. 
Lawson  Purdy,  Vice  President  for  the  United  States, 
President  Department  of  Taxes  and  Assessments,  New 
York  City. 
A.  C.  Pleydell,  Corresponding  Sec'y  for  the  United  States, 
Secretary,  New  York  Tax   Reform  Association,  New 
York  City. 


FLORIDA  SPECIAL  TAX  COMMISSION 

The  importance  of  the  conferences  held  by  this  Association  is 
so  clearly  indicated  by  a  resolution  adopted  at  the  1911  session  of 
the  Florida  Legislature  authorizing  the  appointment  of  a  Commis- 
sion to  investigate  taxation,  that  the  full  text  of  the  resolution  is 
given  herewith. 

Governor  Gilchrist  announced  October  12  the  appointment 
of  W.  S.  Jennings  of  Jacksonville,  Thomas  L.  Clarke  of  Monticello, 
and  E.  S.  Crill  of  Palatka  as  the  three  members  of  the  Commission. 

House  Concurrent  Resolution  No.  32 

"  The  assessed  valuation  of  all  personal  property  in  Florida,  less 
animals,  for  the  year  1910,  as  shown  by  the  comptroller's  report, 
is  $26,620,007;  the  real  valuation  of  all  personal  property  is  be- 
tween $300,000,000  and  $400,000,000,  as  shown  from  data  com- 
piled by  the  Governor  and  stated  in  his  message  to  the  Legislature 
of  1911. 

"  At  the  Fourth  International  Conference  on  state  and  local 
taxation,  held  under  the  auspices  of  the  International  Tax  Asso- 
ciation, at  Milwaukee,  Wis.,  August  30,  September  1  and  2,  1910, 
it  was  agreed  '  All  the  current  discussion  of  the  general  property 
tax  is  concerned  with  personal  property.  Therefore,  for  the  pur- 
pose of  the  resolution,  the  general  property  tax  will  be  considered 
as  a  sj^stem  of  assessing  each  person  all  the  personal  property  he  pos- 
sesses and  taxing  this  sum  at  the  same  rate  as  real  estate.  That 
the  general  property  tax  has  broken  down  in  administration  may 
be  regarded  as  an  established  fact.  Our  concern  now  is  to  say 
whether  this  breakdown  is  due  to  inherent  defects  in  the  system 
itself,  or  to  weakness  in  its  administration.' 

"  The  committee  quotes  opinions  of  investigating  commissions 
in  nine  States  whose  constitutions  require  the  general  property  tax. 
These  reports  have  all  been  made  within  the  last  five  years,  and 
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in  no  case  does  the  investigating  commission  advocate  a  more 
strict  enforcement  of  the  general  property  tax  as  a  cure  for  the 
evils  which  all  have  found  to  exist  under  this  system.  Each  of 
these  States,  with  a  single  exception,  have  advised  the  abandon- 
ment of  the  attempt  to  tax  all  property  at  a  uniform  rate  and  by 
the  same  method. 

"  Section  1  of  Article  IX  of  the  constitution  provides  for  such  a 
system.  It  appears  that  every  State  in  the  Union,  except  Florida, 
has,  in  some  manner,  shown  that  this  is  a  vicious  system.  The 
statistics,  shown  already,  show  that  it  is  a  vicious  system  for  our 
State  to  continue.     Therefore, 

"Be  it  Resolved  by  the  House  of  Representatives,  the  Senate 
concurring: 

"  Section  1.  That  the  Governor  be  and  he  is  hereby  directed 
to  appoint  a  commission  to  consist  of  three,  whose  duty  it  shall 
be  to  report  to  the  Governor  at  least  sixty  days  before  the  conven- 
ing of  the  next  Legislature,  such  changes  in  the  constitution  and 
laws  as  may  be  deemed  advisable.  The  commission  shall  submit 
a  draft  of  proposed  constitutional  amendments  and  of  bills,  which 
the  Governor  shall  transmit  to  the  Legislature  of  1913,  with  such 
recommendations  as  he  may  deem  advisable." 


CONSTITUTION  OF  THE  NATIONAL  TAX  ASSO- 
CIATION 

Adopted  at  its  Fifth  Annual  Meeting,  held  at  Riclimond,  Virginia, 
September  8,  1911 

ARTICLE  I 

NAME    AND    OBJECTS 

Section  1.  The  name  of  this  Association  shall  be,  "  National 
Tax  Association." 

Sec.  2.  Its  objects  shall  be  to  formulate  and  announce,  through 
the  deliberately  expressed  opinion  of  an  annual  conference,  the 
best  informed  economic  thought  and  ripest  administrative  experi- 
ence available  for  the  correct  guidance  of  public  opinion,  legisla- 
tive and  administrative  action  on  all  questions  pertaining  to  state 
and  local  taxation,  and  to  interstate  comity  in  taxation. 

ARTICLE  II 

MEMBERSHIP 

Section  1.  Membership  in  this  Association  shall  be  divided 
into  two  classes: 

Class  1.  Active  Members.  All  state  and  local  officials  holdina; 
legislative  or  administrative  positions;  all  librarians  on  account  of 
their  library;  all  professors,  instructors,  and  students  in  the  eco- 
nomic and  political  science  department  of  institutions  for  higher  edu- 
cation; all  members  of  the  profession  of  certified  public  accountants; 
and  all  who  hold  no  educational  or  official  position  but  are  specially 
interested  in  studying  the  problems  of  state  and  local  taxation,  shall 
be  eligible  to  membership  in  this  class. 
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Class  2.  Sustaining  Members.  All  persons,  partnerships,  and 
corporations  shall  be  eligible  to  membership  in  this  class. 

Sec.  2.  All  memberships  shall  be  continuing,  and  the  dues 
therefor  shall  be  paid  annually  unless  the  membership  is  discon- 
tinued by  reason  of  death,  resignation,  or  nonpayment  of  dues. 

ARTICLE  III 

DUES    AND    DONATIONS 

Section  1.  Each  class  of  members  shall  pay  annual  dues  as 
follows : 

Class  1.  Active  Members,  Two  Dollars. 

Class  2.  Sustaining  ^Members. 

SCHEDULE    OF    ANNUAL   DUES 

All  persons,  partnerships,  and  corporations  are  requested  to 
become  sustaining  members  of  this  Association  and  to  pay  annual 
dues  based  on  the  amount  of  their  annual  ta.x  bills,  as  follows: 

Amount  of  Tax  Paid  Annually  Annual  Dues 

Less  than  SoOO $10.00 

Over  S500  and  less  than  $750 25.00 

Over  S750  and  less  than  $1000 50.00 

Over  81000 100.00 

To  make  it  certain  that  all  correspondence,  literature,  and  docu- 
ments issued  by  this  Association  will  be  received  by  a  person  who 
will  give  attention  to  the  same,  partnerships  and  corporations  are 
requested  to  furnish  the  address  of  a  person  in  whose  name  the 
membership  for  which  they  pay  dues  will  be  registered. 

Sec  2.  All  annual  dues  shall  be  due  and  paj^able  in  advance, 
on  the  date  of  the  application  for  membership. 

Sec  3.  Any  member  who  shall  fail  to  pay  his  dues  within  one 
year  from  the  date  when  payable,  shall  be  dropped  from  member- 
ship in  this  Association  on  account  of  such  nonpayment. 

Sec  4.  The  Executive  Committee  of  this  Association  may, 
whenever  it  deems  such  a  course  wise,  issue  a  call  to  the  general 
public  for  voluntar)^  donations  to  a  fund  in  aid  of  its  general  work, 
or  for  any  specific  purpose  it  may  at  any  time  undertake  to  pro- 
mote. 
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ARTICLE  IV 

MEMBERSHIP    PRIVILEGES   AND    VOTING   POWER 

Section  1.  The  privileges  and  voting  power  of  Active  and  of 
Sustaining  Members  shall  be  identical.  In  all  meetings  of  this 
Association  each  Active  and  each  Sustaining  Member,  not  in  arrears 
for  annual  dues,  shall  be  entitled  to  one  vote. 

Sec.  2.     Voting  by  proxy  shall  not  be  allowed. 

Sec.  3.  No  member  of  this  Association  shall  have  the  right  to 
vote  in  any  Annual  Conference  by  virtue  of  such  membership. 

Sec.  4.  Propositions  may  be  submitted  to  the  membership  of 
this  Association  by  its  Executive  Committee  to  be  voted  upon  by 
mail  ballot.  All  mail  ballots  shall  be  canvassed  by  the  Executive 
Committee  within  thirty  days  after  date  on  which  such  proposition 
and  ballot  were  mailed  to  the  membership.  Announcement  of  the 
result  of  a  mail  ballot  shall  be  made  by  circular  letter  addressed  to 
all  members  entitled  to  vote. 

Sec.  5.  All  members  not  in  arrears  for  annual  dues  shall  be 
entitled  to  receive,  without  charge,  one  copy  of  the  proceedings  of 
the  Annual  Conference  for  the  current  year,  and  one  copy  of  such 
reports,  bulletins,  pamphlets,  and  documents  as  may  be  issued  by 
the  Association  from  time  to  time  for  general  circulation. 

ARTICLE  V 

ANNUAL   conference 

Section  1.  An  annual  national  conference  on  state  and  local 
taxation  shall  be  held  under  the  auspices  of  this  Association  during 
the  month  of  September  in  each  year,  or  at  such  time  and  place  as 
its  Executive  Committee  may  determine.  The  details  of  each 
conference  shall  be  arranged  by  the  Executive  Committee  in  co- 
operation with  such  special  and  standing  committees  as  may  be 
created  by  this  Association  at  its  annual  meetings  for  such  purpose. 

Sec.  2.  The  administrative  personnel  of  each  annual  conference 
shall  be  composed  of  three  delegates  appointed  by  the  Governor 
of  each  State,  and  public  officials  holding  legislative  or  administra- 
tive positions  charged  with  the  duty  of  investigating,  legislating 
upon,  or  administering  tax  laws. 

Sec.  3.  The  educational  personnel  of  each  annual  conference 
shall  be  composed  of  persons  identified  with  universities  and  col- 
leges that  maintain  a  special  course  in  public  finance,  or  at  which 
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that  subject  receives  special  attention  in  a  general  course  of  eco- 
nomics ;  members  of  the  profession  of  certified  public  accountants ; 
and  public  men,  editors,  writers  and  speakers  who  hold  no  educa- 
tional or  official  position  but  who  have  developed  a  special  interest 
in  the  subject  of  state  and  local  taxation. 

Sec.  4.  The  voting  power  in  each  conference  upon  any  question 
involving  an  offuial  expression  of  the  opinion  of  the  conference 
shall  be  vested  in  delegates  appointed  by  Governors  of  States ; 
Universities  and  Colleges,  or  institutions  for  higher  education,  and 
State  Associations  of  Certified  Public  Accountants,  each  of  whom 
shall  have  one  vote. 

Sec.  5.     Voting  by  proxy  shall  not  be  allowed. 

Sec.  6.  No  member  of  this  Association  shall  have  the  right  to 
vote  in  any  annual  conference  by  virtue  of  such  membership. 

Sec.  7.  The  last  session  of  each  annual  conference,  or  so  much 
of  it  as  may  be  necessary,  shall  be  devoted  to  the  consideration  of 
the  report  of  the  conference  committee  on  Resolutions  and  Con- 
clusions. The  report  of  this  committee,  as  adopted  by  the  con- 
ference, shall  be  its  official  expression  of  opinion,  and  it  shall  not 
be  held  to  have  endorsed  any  other  expression  of  opinion  by  whom- 
ever made.  The  voting  power  of  the  conference  upon  an  official 
expression  of  its  opinion,  is  limited  with  the  purpose  of  safeguarding 
the  conference  from  the  possibility  of  having  its  expression  of 
opinion  influenced  by  any  class  interest;  or  consideration  for  those 
who  devote  their  time  to  the  work  or  management  of  this  Asso- 
ciation; or  favor  for  those  who  contribute  money  for  its  support. 
The  Annual  Conference  will  be  the  means  used  by  the  Association 
for  carrying  into  practical  effect  its  purpose  to  secure  an  expression 
of  opinion  that  will  formulate  and  announce  the  best  informed 
economic  thought  and  ripest  administrative  experience  available 
for  the  correct  guidance  of  public  opinion,  legislative  and  adminis- 
trative action  on  all  questions  pertaining  to  state  and  local  taxa- 
tion, and  to  interstate  comity  in  taxation. 

Sec.  8.  Organization  of  the  Conference.  The  temporary  and 
permanent  chairman;  secretary  and  official  stenographer;  address 
of  welcome  and  response  to  the  same;  meeting  place,  accommo- 
dations for  delegates,  and  all  necessary  preliminary  details  for 
each  conference,  and  also  the  program  of  papers  and  discussions, 
shall  be  arranged  for  the  conference  by  the  Executive  Committee 
of  this  Association.  All  other  details  of  the  organization  and  work 
of  the  conference  shall  be  arranged  by  the  delegates  present  in  such 
manner  as  they  may  from  time  to  time  decide. 
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ARTICLE  VI 

ANNUAL  AND   SPECIAL   MEETINGS   OF  THE   ASSOCIATION 

Section  1.  The  annual  meeting  of  the  Association  shall  be 
held  on  the  day  next  following  the  day  of  the  last  session  of  the 
annual  conference  at  the  same  place  at  which  the  conference  was 
held,  and  at  such  hour  as  its  Executive  Committee  may  determine. 
A  sixty  days'  notice  shall  be  given  to  all  members  of  the  time  and 
place  at  which  each  annual  meeting  is  to  be  held. 

Sec.  2.  Special  meetings  of  this  Association  may  be  held  at 
any  time  and  place,  when  called  by  its  Executive  Committee.  At 
least  thirty  days'  notice  shall  be  given  to  all  members,  of  each 
special  meeting,  which  notice  shall  specify  the  purpose  for  which 
the  meeting  is  called,  and  no  business  shall  be  transacted  at  such 
meeting  other  than  that  specified  in  the  call. 

Sec.  3.  A  majority  of  all  members  present  at  any  annual  or 
special  meeting  of  this  Association  shall  constitute  a  quorum  for 
the  transaction  of  business,  but  such  quorum  shall  at  no  time  be 
less  than  fifteen,  and  whenever  the  attendance  of  members  and 
delegates  exceeds  one  hundred,  twenty-five  shall  constitute  a 
quorum. 

ARTICLE  VII 

officers  and  executive  committee 

Section  1.  The  work  and  affairs  of  this  Association  shall  be 
administered  by  a  President,  a  Vice-President,  a  Secretary,  a 
Treasurer  and  an  Executive  Committee,  consisting  of  the  Presi- 
dent, Vice-President,  Secretary  and  nine  additional  members,  all 
of  whom  shall  be  elected  by  the  Association  at  its  annual  meeting 
to  serve  for  one  year  and  until  their  successors  are  duly  elected. 
Two  honorary  members  of  the  Executive  Committee  may  be 
elected  representing  the  Dominion  of  Canada,  but  such  members 
shall  not  be  entitled  to  vote  on  any  question  affecting  the  taxation 
policy  of  any  State. 

Sec.  2.  The  terms  of  all  oflBcers,  the  members  of  the  Executive 
Committee,  and  of  the  members  of  all  standing  committees  created 
by  this  Association,  shall  begin  thirty  days  after  the  date  of  its 
Annual  Meeting. 

Sec.  3.  A  vacancy  in  any  office  or  in  the  membership  of  the 
Executive  Committee  or  of  any  standing  committee  may  be  filled 
by  the  Executive  Committee  for  the  unexpired  term. 
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ARTICLE  VIII 

DUTIES    OF    OFFICERS    AND    COMMITTEES 

Section  1.  The  officers  of  this  Association  shall  perform  the 
customary  duties  of  their  respective  offices,  and  such  other  duties 
as  may  be  assigned  to  or  required  of  them  from  time  to  time  by 
its  Executive  Committee,  or  by  the  Association. 

Sec.  2.  When  compensation  is  paid  to  any  officer  of  this  Asso- 
ciation, the  amount  thereof  shall  be  fixed  by  the  Executive  Com- 
mittee, and  payment  shall  be  made  only  as  authorized  by  that 
Committee. 

Sec.  3.  The  Executive  Committee  shall  have  power  to  appoint 
additional  officers,  heads  of  departments  and  agents,  from  time  to 
time,  prescribe  their  duties,  fix  their  term  of  office,  and  their  com- 
pensations, and  also  to  appoint  standing  or  special  committees  and 
prescribe  their  powers  and  duties.  All  committees  appointed  by 
the  Executive  Committee  shall  report  to  that  committee. 

Sec.  4.  The  Executive  Committee  and  all  standing  committees 
created  by  this  Association  shall  perform  such  general  and  special 
duties  as  may  be  assigned  to  them  by  the  Association. 

Sec.  5.  Such  Standing  and  Special  Committees  may  be  created 
from  time  to  time  by  this  Association  as  may  be  deemed  necessary 
for  the  efficient  promotion  of  the  work  being  undertaken.  All 
committees  appointed  by  the  Association  shall  report  to  the 
Association, 

ARTICLE  IX 

financial  management 

Section  1.  This  Association,  its  Executive  Committee,  or  any 
of  its  officers,  agents,  or  employees  shall  have  no  power  to  contract 
a  debt,  or  liability  of  any  kind,  for  which  the  Association  or  its 
members  collectively  or  individually  can  be  held  responsible,  in 
excess  of  the  amount  of  its  funds  available  for  the  payment  of  the 
same. 

Sec.  2.  The  fiscal  year  of  the  Association  shall  begin  with  the 
first  day  of  the  month  of  July  and  end  with  the  last  day  of  the 
month  of  June  in  each  year. 

Sec.  3.  The  accounts  of  the  Association  for  each  fiscal  year  shall 
be  closed  on  the  30th  day  of  June  in  each  year.  They  shall  be 
audited  by  a  chartered  or  certified  public  accountant,  who  shall 
2h 
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certify  to  the  correctness  of  the  financial  reports  submitted  to  the 
Association  in  its  annual  meeting. 

ARTICLE   X 

GENERAL   OFFICES   AND   LIBRARY 

Section  1.  The  oflaces  and  library  of  this  Association  shall  be 
established  and  maintained  at  such  place  or  places  as  may  be 
determined  by  its  Executive  Committee. 

Sec.  2.  This  Association  shall  accumulate  and  properly  index, 
as  rapidly  as  its  funds  will  permit,  a  reference  and  circulating 
library  which  shall  contain  one  or  more  copies  of  every  useful 
leaflet,  pamphlet,  address,  document,  and  book  on  the  subject  of 
state  and  local  taxation.  As  far  as  is  possible  with  the  funds  avail- 
able for  the  purpose,  this  library  shall  be  kept  continuously  written 
up  to  date  and  indexed  so  as  to  enable  its  custodian  to  supply  on 
application  correct  and  full  reference  to  all  authorities  on  any 
phase  of  the  subject  of  state  and  local  taxation,  the  decisions  of 
courts,  the  statistical  results  of  taxation  laws  and  of  changes  made 
in  such  laws  from  time  to  time. 

Sec.  3.  The  services  of  this  library  shall  be  without  charge  to 
all  members  of  this  Association  and  to  all  legislative,  executive,  and 
judicial  officers  of  States  and  of  their  political  subdivisions,  and  to 
every  person  desiring  to  study,  discuss  or  speak  upon  any  feature 
of  the  subject  of  state  and  local  taxation. 

ARTICLE    XI 

proceedings  and  publications 

Section  L  At  each  annual  meeting  the  Association  shall  elect, 
or  authorize  its  President  to  appoint,  a  standing  publication  com- 
mittee, under  whose  supervision  a  full  report  of  the  proceedings  of 
the  annual  conference  last  held  shall  be  edited  and  published. 
This  committee  shall  also  edit  and  supervise  the  publication  of  all 
reports,  pamphlets,  and  literature  in  other  forms  issued  by  this 
Association. 

Sec.  2.  The  Executive  Committee  shall  authorize  the  terms  of 
sale  or  of  distribution  of  all  publications  issued  by  this  Association. 
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ARTICLE    XII 

BY-LAWS 

Section  1.  The  Executive  Committee  is  authorized  to  formu- 
late, adopt,  and  from  time  to  time  amend,  such  by-laws  as  it  may 
deem  necessary  for  the  good  government  of  the  affairs  of  this 
Association,  and  of  the  official  conduct  of  its  officers  and  committees. 

ARTICLE   XIII 

AMENDMENTS 

Section  1.  This  Constitution  may  be  amended  at  any  annual 
or  special  meeting  of  this  Association  by  a  two  thirds  vote  of  all  / 
members  present,  provided,  the  full  text  of  the  amendment  shall  ' 
have  been  submitted  to  the  membership  by  the  Executive  Com- 
mittee or  by  the  member  or  members  proposing  the  same,  at  least 
thirty  days  before  the  date  of  the  meeting  at  which  such  proposed 
amendment  is  acted  upon. 
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